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The Accountant’s Future 


Lord Stamp has always been a vigorous, if friendly, critic of 
the accountancy profession, and several times in the past twenty 
years he has forcefully directed the attention of the profession to the 
opportunities for social service which lie before it. At a recent 
dinner of the Incorporated Accountants’ London and_ District 
Society, at which he was the chief guest, he renewed his appeal 
to accountants to rise to those opportunities. His striking address 
is reported in full in Accountancy, the journal of the Society of 
Incorporated Accountants and Auditors, for November, 1938, and 
it seems to us to be worthy of such special notice by accountants 
throughout the English-speaking communities that we reproduce 
hereunder those portions of the speech which relate directly to the 
position of the accountant in the modern community. 

Looking back over the last twenty years, I see in the position of the 
accountant in the community a tremendous leap forward. The Chairman 
referred to the occasion when I gave an address at Liverpool. I have learnt 
from that occasion, at any rate, that the best way to make firm friends for 
life is to go hot and strong for them at the beginning, even if you have your 
tongue in your cheek, and they will love you ever afterwards. I am not, 
however, going to speak now on those particular lines. 


THE ACCOUNTANT AS ARBITER OF Propity 


An accountant was a recorder of factual accuracy, a kind of superior book- 
keeper, and that particular feature of his life has now passed to a very 
secondary position. He is now recognised as the chief arbiter of probity in 
our commercial and complicated financial relations. The conservative con- 
ventions of the accountant gradually evolved internally by the better and better 
practice of his profession tended to become a cloak for mental inertia, and 
the slogan, “You may err as much as you like, provided you err on the side 
of safety,” is no longer adequate. The accountant is being asked more and 
more to give his view as an umpire or honest broker between interested 
parties, and that calls for new definitions and scientific tests. 

The position of the accountant as the impartial exponent of probity has 
received several jerks forward into a more concrete responsibility within our 
recollection. The implications of the Ky/sant case, dealing with the necessity 
for a closer analysis of published facts, so that they represent not only the 
bare truth but a very complete statement of the whole truth; the questions 
of commitments on futures, as illustrated in the pepper speculations; and the 
recent development of property companies, with their extraordinarily high 
spasmodic semi-capital profits in early years, have all contributed to this. 

But if we have seen such a change as I can discern in the last 25 years, 
one is tempted to ask, “What lies ahead?” I would just like to refer to two 
very important developments of which we are now only just on the threshold, 


A 





402 THE AUSTRALIAN ACCOUNTANT JAN. 


in which the accountant is already having, and will have even more, an 
absolutely vital and critical part. 


PROGNOSIS FOR ACCOUNTANCY 


Many of us are particularly interested in and associated with the industrial 
developments of science. I am not referring to vast new changes, like the 
introduction of some completely new motive power, the introduction of 
locomotives or the electric telegraph, or to a completely new set of 
things, but to those small, incremental changes of science in industry that 
are going on continuously. Their validity and their propriety are dependent 
on very exact accountancy cost measurements. I do not think it is too much 
to say in this respect that in industry to-day scientific progress can only show 
itself through the language and the verdict of the cost accountant; and 
accountancy, as a language of scientific evidence, is only in its infancy. You 
add some quite small improvement to a vast series of adjustments and gadgets, 
and its effect is lost unless there is the most careful job and machine analysis 
to isolate the net effect. 

John Stuart Mill’s method of agreement and difference, and the method of 
concomitant variations, are all there, and are now becoming part of our daily 
life and experience, but so long as they are dealt with as they have been they 
miss these almost microscopic elements. The test of the success of such 
things is through a very highly developed accountancy definition and analysis. 
We are called upon to play an important part in dealing with that particular 
aspect of scientific definition. 

But there is a much more important field that lies ahead of us. We are 
all aware of the great extension of State and other methods of control, 
amounting to a very considerable range of planning devices, and those are 
calling, and will call, upon the accountant to be an economic interpreter. I 
am quite convinced that, whatever we may think of the ultimate practicability 
of planning on a wide scale, the more widely planning or conscious inter- 
ference proceeds across the nation’s activities—it is proceeding at tremendous 
speed now, and under pressure of war fears arid the like will become some- 
thing more nearly resembling that of the totalitarian State than we like to 
think—the more extensively is the natural price system undermined, and the 
more we must depend upon artificial or accountancy approximations to deter- 
mine policy, especially the policy of applying new capital resources at par- 
ticular rival points, and getting them at the most appropriate and profitable 
points. The more you disturb and control prices in one particular area, the 
more artificial and disturbed become the prices in the uncontrolled area, and 
the more difficult it is to determine that the thing that looks so successful is 
really successful in the total view. 

A planned world will only be kept in working order, it seems to me, by a 
phenomenal development of accountancy; a half-planned world will only be 
kept from chaos by almost a miracle of costing and impersonal accountancy. 
If the superior bookkeeper of one hundred years ago had been faced straight 
away, in one showing, with the vast ramifications of your profession, and the 
innumerable ways in which you assist, support, control, check and advise the 
community, he would have been appalled at that extension of his thought and 
his responsibility; but I do not think the gulf between those two is any 
greater, if as great, as the gulf that is likely to exist between the kind of 
things you are educating your young men to do now and what accountants 
may be called upon to do in one hundred years’ time. 

We have chaffed the accountancy profession for taking the line of least 
resistance, and on being forced into new decisions only by events, but I do 
believe the accountancy world is alive to-day, as never before, to the import- 
ance of its position and to living up to the changing requirements of the 
world. It is so closely knit together in its professional associations, by 
meetings and journals, that it is in an unrivalled position to do team work of 
the highest order, and it can face whatever developments are before it with 
the greatest confidence. 
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There is no way in which you can set examinations for young people which 
will give elasticity of mind and response of intellect throughout their lives to 
all the changing requirements of science—that it beyond the scope of the 
examination. But all those who have pupils and juniors, at any rate, owe 
it to them and to the future that their minds are kept elastic and widely 
open to the future possibility of things beyond our present ken. Do not 
content yourselves with securing that they do things as they always have 
been done. You must make them alive to the possibility of coping with 
entirely new degrees and areas of responsibility. This will require, I will 
not say intelligence, but intellectual courage and a progressive outlook which 
until lately has been latent rather than active. : 

I am not a prophet, and I am only talking of the things that are already 
germinating under our very eyes, but I do say that, if we are going suc- 
cessfully to find that middle place between the laissez faire of 30 or 40 years 
ago and the kind of totalitarian control we see abroad, it will need a much 
greater skill on our part than either of those two extremes; and to find that 
fine balance means that you gentlemen, with your arbitral consciences, have 
not only a glorious heritage but a gruelling prospect before you. 

The emphasis which Lord Stamp placed upon the language and 
method of cost accountancy is significant of the definite stage in 
the evolution of accountancy which has been reached. The history 
of cost accountancy is a history of progress of one branch of 
accountancy in the face of tacit resistance, or at least indifference, 
on the part of many accountants. There have been stages in that 
progress in which advancement has been dependent not so much 
upon the work and thought of accountants as upon the impatience 
of engineers with the over-rigid concept of accountancy functions 
adopted by accountants themselves. 

We have been especially interested to notice in the comments 
made on Lord Stamp’s address in a leading article in The 
Accountant of November 12, 1938, a reference to this matter and 
an opinion with which we are heartily in accord, and to which we 
have on several occasions tried to give expression, namely, that 
“Cost accounting can yield its most valuable fruits only when it 
and financial accounting are regarded as complementary views of 
the same body of facts.” 





Articles in Overseas Journals 


The Accountant 
October 29, 1938: Methods of Computing Cost and Control of 
Prices by Public Authorities, by John F. Forbes, a general 
paper prepared for the Fifth International Congress: Busi- 
ness Organisation and the Accountant—V, by R. H. Coase. 
November 5, 1938: Business Organisation and the Accountant— 
VI, by R. H. Coase: A Note on the Allocation of Oncosts 
Between Departments, by Professor W. T. Baxter. 
November 12, 1938: The Accountant’s Future, editorial com- 
ments on an address by Lord Stamp: Business Organisation 
and the Accountant—VII, by R. H. Coase: The Client, the 
Accountant, and Hire Purchase, by R. Dunn. 
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November 19, 1938: The Ownership of Accountants’ Correspon- 
dence and Working Papers, editorial comments on the case 
of Sockockinsky v. Bright, Grahame & Co. (reported in 
Accountant Law Reports, November 19, 1938), in which it 
was held that copies of correspondence and working papers 
prepared by accountants acting as independent contractors 
were the property of the accountants: The Prevention of 
Fraud (Investments) Bill: Business Organisation and the 
Accountant—VIII, by R. H. Coase. 

Accountancy (the journal of the Society of Incorporated Account- 
ants and Auditors). 

November, 1938: Unit Trust Problems: Accounts as Evidence: 
Shareholder or Member? by F. A. Roberts: The Management 
Congress at Washington, by Richard A. Witty: Lord Stamp 
on The Accountant’s Future, a report of an address by Lord 
Stamp at the dinner of the Incorporated Accountants’ London 
and District Society. 

Supplement to Accountancy, November, 1938, contains extensive 
summaries of the following papers written for the Fifth Inter- 
national Congress: 

Audit of Annual Accounts, by Richard A. Witty: Auditing of 
Concerns, by Stuart R. Cooper: Matters Affecting the Profes- 
sion in Great Britain and Ireland, by Sir Nicholas E. 
Waterhouse: Methods of Computing Cost and Control of 
Prices by Public Authorities, by Sir Harold Howitt. 





Correspondence 


BoILER AND ENGINEER SHOP CosTING 
The Editor, The Australian Accountant 

Dear Sir,—I have read with considerable interest the paper on 
“Boiler and Engineer Shop Costing,” by Mr. F. J. Tulloch, 
A.C.A.A., in The Australian Accountant for November, 1938, and, 
while commending his paper as a whole, feel that I must offer 
some comments on certain sections of it. 

With reference to the creation of suitable cost centres, Mr. 
Tulloch has not made it sufficiently clear that the suggested eight 
cost centres would have to be considerably increased, even for a 
small workshop. Taking, for example, the boiler shop, which 
probably contains several different types of machines, viz., rollers, 
shears, punches, drills, electric welding plant and oxy-acetylene 
cutting plant, it is found that the capital and operating costs of these 
different machines vary over a wide range. Consequently, the 
collation of the manufacturing expense associated with each of 
these machines into one Boiler Shop Expense Account, or one Cost 
Centre Account, would make it impossible to obtain correct costs, 
as the various jobs would use these machines for various lengths of 
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time. To obtain correct distribution of the expense items, it will 
be necessary to create a separate cost centre for each of the above 
machines in the boiler shop. Similar principles will apply in the 
engineer’s shop, where only machines with approximately similar 
capital and operating costs may be grouped in the one cost centre. 

The method of separately debiting jobs with the direct labour 
cost, and the manufacturing expense from each cost centre, although 
commonly used, introduces errors when employes receiving dif- 
ferent rates of wages are engaged on similar work. The position 
may frequently arise that a leading hand fitter, a journeyman fitter, 
and a fifth-year apprentice fitter are engaged on similar work for 
three different jobs. If their respective wages are 2/8, 2/6, and 1/6 
per hour, and the manufacturing expense rate is 1/- per hour for 
that cost centre, the three jobs are being charged for the same work 
at rates of 3/8, 3/6, and 2/6 per hour. The argument that the 
leading hand would probably work faster than the journeyman, 
and so keep the cost the same, cannot be supported, as, in fact, he 
may take longer over a job on account of interruptions in order to 
supervise the work of other men, which supervision time is, of 
course, booked as indirect labour against the appropriate cost 
centre. The fifth-year apprentice will work as fast as the journey- 
man on numerous classes of work on which both may be employed. 
Similar anomalies are created when highly-paid men, owing to lack 
of their own grade of work, due to machinery breakdown, material 
shortage or lack of orders, are temporarily employed on work 
normally carried out by lowly-paid men. 

The above disabilities may be overcome by debiting the cost 
centre with all direct and indirect wages, together with all the 
manufacturing expense items applicable to that centre. The cost 
centre is then credited, and the job debited, with the all-inclusive 
cost from that centre. This all-inclusive cost is the number of 
direct labour hours supplied by that centre to that job multiplied 
by the average centre rate, which is obtained by dividing the total 
debits to the cost centre during the preceding thirteen four-weekly 
periods by the total direct labour hours, i.e., productive man- 
hours, produced by that centre during the same period. 

The apportionment of the store expenses on the basis of number 
of requisitions handled is open to criticism when it is considered 
that one requisition may cover 1 lb. cotton waste and another 1 ton 
of steel plates. The cost of storing and handling the latter is 
obviously much higher than the former, and, consequently, the 
requisition for the steel plates should carry more of the store 
expenses than that for the waste. 

The cost of the clerical work associated with the recording of 
the receipt and issue of material, including the extensions on the 
requisitions, may be apportioned at an average rate per item 
requisitioned, which rate is obtained by dividing the clerical 
expenses of the store during the preceding thirteen four-weekly 
periods by the number of items requisitioned during the same 
period. The balance of stores expense will be associated with the 
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handling and actual storing of the material, and may be apportioned 
at an average rate per lb. of material requisitioned, which average 
rate can be determined in a similar manner as for the “per item” 
rate above. 

The above method of apportioning stores expense enables a 
reasonably equitable debit to be made to each job or cost centre, 
but it may require additional refinement if both light bulky materials 
and heavy compact materials are handled in large quantities in the 
one store. In this case, different rates per Ib. of material requisi- 
tioned would have to be used. 

Although Mr. Tulloch refers to the necessity of debiting the 
depreciation charges on the various items of plant used in a centre 
to that centre, the interest charges on the capital invested in that 
plant are not mentioned. As it is equitable that jobs using that 
plant should pay for the interest incurred by that plant, interest, in 
addition to depreciation charges, should be debited to the cost centre. 

Yours Faithfully, 
F. J. ASTON, A.C.A.A., A.M.LE., Aust. 

State Coal Mine, Wonthaggi, 

28/12/38. 





MACHINE BOOKKEEPING 
The Editor, The Australian Accountant 
Dear Sir,—In Mr. Solomon’s article on the “Audit of Mechanised 
Accounts,” the term “Control Accounts” is used frequently. As he 
says they are built up from the accumulation of each group of 
postings, I consider that the term “control” is, consequently, a 


misnomer. 
My dictionary gives the following meanings of the verb “to 


control”: 


1. To check, as by a register. 
2. To have under command. 
3. To regulate. 

4. To govern. 

5. To direct. 


Now, the accounts in question certainly do none of these things; 
they have nothing under their command, they do not regulate any- 
thing, nor do they govern or direct anything, nor do they check 
anything. 

They may, and do actually, serve as a check upon something, viz., 
the detailed figures posted on other accounts. In fact, they are the 
modern equivalent of the Adjustment Account, which, I recall from 
my student days, was referred to somewhere by Dicksee in almost 
lyrical terms of praise. 

Why, then, not use this term, which does convey some real 
meaning, instead of the high-sounding, but meaningless, term, 
“Control Account”? I fear A. P. Herbert would certainly say 
“What a word” to this expression, and order it to be banned by the 
brethren. 
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I have under my control (correct) a set of accounts kept by 
machine, and I found, when I was appointed, that the term, Control 
Account (wrong) was in use, but I changed the style of the two 
accounts from Debit Control and Credit Control to Total Debits 
and Total Credits respectively. 

In my opinion, the latter names are preferable, inasmuch as they 
describe accurately, and without any ambiguity, the nature of the 
accounts. The matter of accuracy is one surely to find favour with 
accountants, who pride themselves on this quality. 

I am glad to see Mr. Solomon describing machines as really being 
simplified pens. This, of course, is not a new conception, but it is 
one that is too often either not realised, or lost sight of, by prospec- 
tive purchasers, or even actual owners of machines, and very rarely, 
if ever, mentioned by the sellers. My experience has been that 
extravagant claims are made regarding the capabilities of the 
machines, and whilst I strongly advocate their use where possible, 
and desirable, I recognise that they have their limitations ; whether 
it be old-fashioned pen or new-style machine, the “man behind the 
gun” is what really counts. 

In the years preceding the general use of machines, hand-written 
books were kept by men, who, in most cases, had at least a smatter- 
ing of the principles of bookkeeping ; the standard, of course, varied, 
but there is no doubt there was a distinct tendency towards a 
general improvement, due in a great measure to the activities of 
the various Accountancy Societies. 

The introduction of machines has had a reverse effect. The 
operators of the machines, in most cases, are young girls without 
any knowledge whatsoever of even the rudiments of double-entry 
bookkeeping. They can punch the keys, and as long as one set of 
figures appearing on one register agree with the figures appearing 
on another register on the machine, they are quite happy. 

The why or the wherefore is a complete mystery to them, and 
they are incapable of dealing with any problem outside the regular 
routine. Of course, one can hardly blame the firms selling the 
machines for this state of affairs, but it would be an excellent idea 
if they would arrange for pupils to be given at least some pre- 
liminary instruction on the elements of bookkeeping before letting 
them loose on the business community. Better still, why not 
encourage youths who are studying for the Institute examinations 
to move with the times, and learn the use of the modern pen? 

Yours faithfully, 
C. Burke. 

Brighton, 31/12/38. 





THOSE COLLECTION LETTERS 
The Editor, The Australian Accountant 


Dear Sir,—After reading recent correspondence in your journal 
on the subject of Collections and Bad Debts, we begin to feel, so 
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evidently are we “giving money away,” that we could easily qualify 
for a job as Father Christmas—or do we? 

We do not for a moment question the truth of the figures quoted 
(though we subconsciously look down for the familiar signature 
“Ripley”), but is there not a danger that we will lose our sense 
of proportion? Are we not, in this concentration on vanishing 
point, getting the main picture out of focus? 

It is conceivable that we could by a deliberate policy of risk 
evasion, escape bad debts altogether, or at all events improve on 
the performances of your correspondents; but what of the result? 
What of the shrinking sales figures and the vanishing net profits? 

In the final analysis, the net profit is the figure which really 
matters; and though we might save £500 of bad debts by turning 
away £20,000 of business, we should not forget that the net profit 
on that business, if accepted, would have covered the loss several 
times over. (If one could have turned away only the £500 which 
eventually proved uncollectible, so much the better—he would 
be the “perfect” credit man, who is rarely found except in the 
sheltered harbour of monopoly or the safe anchorage of “cash 
against documents.” ) 

By all means inspire us to give closer attention to our book 
debts and to keep them within bounds reasonable to our respective 
trades; but do not encourage us to make a fetish of this “-016” 
idea to the exclusion of all else. 

Above all, please desist from providing, month by month, this 
increasingly powerful ammunition, which our Managing Director 
fires at us with the salutation, “What about this?” 

Yours earnestly, 
“TARGET.” 

Melbourne, 

28/12/38. 





Company Law and Secretarial Practice Section 
Edited by J. S. McINNEs, F.1.c.A. 


CoMPANY—WINDING Up—PRIORITIES—ACCOMMODATION AND 
MEALS OF EMPLOYEE AS “WAGES” 


By S. 258 of the New Zealand Companies Act of 1933— 
(1) In a winding up there shall be paid in priority to all 
other debts— 

(a) All wages or salary (whether or not earned 
wholly or in part by way of commission) of any 
clerk or servant in respect of services rendered 
to the company during four months next before 
the relevant date, not exceeding £100. 

This provision is taken from S. 264 (1) (b) of the English 
Act of 1929. 
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Leslie Lord was employed by R. McGaffin Ltd. as a driver. 
The terms of Lord’s employment were regulated by an award 
made under the Industrial Conciliation and Arbitration Act 1925. 
Clause 7 of Part III of the Award provided: 

“Where a worker is required to be absent from his home at 
night his accommodation and meals shall be paid for by his 
employer.” 

This provision is not under the heading of Wages, but is 
inserted under the heading “Part I1]—General.”’ Under the 
heading “Wages,” extra fixed amounts are payable to drivers 
when in the course of their employment they are called upon to 
perform work of an unusually unpleasant or arduous character. 
Such extra payments are clearly intended as part of the driver’s 
wages. 

When R. McGaffin Ltd. went into voluntary liquidation, insol- 
vent, Lord claimed to rank as a preferential creditor for the 
amount of his wages and also for some extra allowances. He 
submitted a proof of debt, which included a sum of £16/5/- for 
expenses incurred by him for accommodation and meals when 
away from his home on the company’s business. The liquidator 
admitted the claim for wages as a preferential debt, but declined 
to treat the £16/5/- as other than an ordinary debt, on the ground 
that it did not come within the meaning of “wages or salary” in 
S. 258 (1) (a). 

On an application to the Court to reverse or vary the decision 
of the liquidator, Mr. Justice Quilliam held that the claim for 
£16/5/- should be treated as a claim for “wages” under S. 258 
(1) (a), and entitled to rank as a preferential debt. The decision 
of the liquidator was varied accordingly. 

His Honour said that the object of S. 258 was to protect the 
wage-earner, and the Courts leaned to a liberal construction of 
the rights of a creditor to rank preferentially in a claim for 
arrears of wages. In the Canadian case of Re Corson Shoe Co., 
Fisher J., in dealing with facts somewhat similar to those in the 
present case, said: “The object and purpose of S. 51 (1) of the 
Bankruptcy Act is to protect that class of persons whose sole, 
or at least whose chief, employment is with one employer and who 
depends upon the financial return for his services for his liveli- 
hood, and the Courts all lean towards a liberal construction in 
favour of the preference.” It is stated in Maxwell on the 
Interpretation of Statutes, 7th Ed., 59, that even where the usual 
meaning of the language falls short of the whole object of the 
Legislature a more extended meaning may be attributed to the 
words if they are fairly susceptible of it. 

Clause 7 of the award provided for payment by the employer 
of the worker’s accommodation, and meant when the latter “is 
required to be absent from his home at nights.” It was not clear 
in the present case whether part of Lord’s claim for preference 
was for the expense of meals, etc., during the day; but, in any 
case, his Honour did not think the point was material. 
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Apart from the award altogether, his Honour said he should 
be prepared to hold that where a company, in addition to a fixed 
rate of wages, agreed to pay the living or other expenses of a 
servant when the latter was on the company’s business, a claim 
for such expenses was entitled to rank under S. 258 (1) (a) as 
a preferential claim for wages in the event of the liquidation of 
the company. As was said by Joyce J. in Jn re Earle’s Ship- 
building and Engineering Co., in dealing with a case somewhat 
similar to this, the section did not prescribe that in order to be 
entitled to priority the wages must be fixed wages. Jn re R. 
McGaffin Limited, Ex parte Lord (1938) N.Z.L.R. 764; Gazette 
L.R. 444. 


S. 51 (1) of the Canadian Bankruptcy Act granted priority to 
“all wages, salaries, commissions or compensation of any clerk, 
servant, travelling salesman, labourer or workman in respect of 
services rendered to the bankrupt or assignor during three months 
before the date of the receiving order or assignment. 

In Re Corson Shoe Co., (1924) 1 D.L.R. 555, it was held that 
where a person is employed as a travelling salesman and is given 
his expenses in addition to his salary, he may claim to stand as a 
preferred creditor as regards both his salary and his expenses. 
In that case the employee, a travelling salesman, claimed $1357-55 
in the liquidation of the company, $750 being for salary and 
$607-55 for cash expended by him whilst travelling in the service 
of the company. Fisher J. declared that the claim for $607°55 
was entitled to rank as a preferential claim, as it “must be con- 
sidered as coming within the meaning of compensation” in S. 51 
(1). The word “compensation” does not appear in the English, 
Australian or New Zealand Acts. 

The Canadian Courts place a very liberal construction on the 
rights of a creditor to rank preferentially in a claim for arrears 
of wages, but a study of decisions in Great Britain and Australia 
does not convince us that this also applies outside of Canada. 
The New Zealand case goes far beyond any case outside Canada 
of which we are aware. We very much doubt whether the 
Canadian case referred to would be followed in Great Britain or 
Australia. 

The dictum in the New Zealand judgment that where an 
employer, in addition to a fixed rate of wages, agrees to pay the 
living or other expenses of a servant when the latter is on the 
employer’s business, a claim for such expenses is entitled to rank 
as a preferential claim for wages in the liquidation or bankruptcy 
of the employer, is, in our opinion, too wide. 

In In re Earle’s Shipbuilding and Engineering Co. Ltd. work- 
men were employed for their services partly by fixed salary and 
partly by way of commission upon the tonnage of ships turned 
out from the building yards. At the commencement of the 
winding-up the company was indebted to various employees in 
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certain amounts of which they claimed payment in priority, and 
the question for decision was whether the amounts so claimed 
were “wages or salary” entitled to priority under the Preferential 
Payment in Bankruptcy Act, 1888, which protected “all wages 
or salary of any clerk or servant.” 

Mr. Justice Joyce held that the sums claimed were wages 
within the meaning of the section. The section did not prescribe 
that in order to be entitled to priority the wages must be fixed 
wages. These were wages varying in amount in proportion to 
the work done, and were none the less “wages” within the Act. 
(The only report of this case is in 1901 English W.N. 78.) 

We cannot see any analogy between wages thus calculated and 
the expenses of an employee. The whole point is what is the 
meaning of the word “wages.” We do not think it includes the 
travelling or other out-of-pocket expenses of an employee, how- 
ever equitable such a claim may be in certain circumstances. 


CompPany-Drirectors—Bona Fipe Exercise oF Powers 

Although the case of Mills v. Mills, (1938) 60 C.L.R. 150, 
in relation to the affairs of Charles Mills (Uardry) Ltd. received 
much attention in the Melbourne Press during its long hearing 
before Lowe J. in the Supreme Court of Victoria, it is of value to 
accountants and company secretaries on one important point only. 

The case arose out of a resolution passed by the directors. 
That resolution declared that in view of the improvement in the 
company’s position and the passing of the worst of the financial 
depression, it was considered that the whole of the accumulated 
profits standing to the credit of reserve account were not required 
as reserves, and that, as they belonged solely to the ordinary 
shareholders and, if a liquidation of the company, as had been 
suggested, took place, such ordinary shareholders would not alone 
participate in their distribution, the sum of £86,250 part of such 
accumulated’ profits should be distributed by way of dividend on 
ordinary shares, and that such dividend should be paid and 
satisfied by the issue to holders of ordinary shares of 86,250 new 
ordinary shares fully paid up (being five new shares for every 
two ordinary shares held), and for that purpose the capital of the 
company was increased by the creation of 86,250 new ordinary 
shares of £1 each. 

The question whether the directors had power to pass this 
resolution was one of the points submitted to the Court, it being 
contended that the resolution was not authorised by the articles 
and was ultra vires the directors. The point depended entirely 
upon the proper construction of the articles. 

The interpretation of confused articles of association is of very 
little practical value to accountants and secretaries. In this case 
all the Judges of the High Court were critical of the drafting 
of the articles, Chief Justice Latham referring to them as being 
“expressed in such terms as to create much uncertainty in inter- 
pretation. Identical or overlapping powers are conferred by the 
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articles upon the company and upon the directors of the company, 
and it is difficult to arrive at a completely satisfactory interpre- 
tation of all the articles taken together.” 

Lowe J. found in favour of the defendants, holding that the 
directors had power to pass the resolution under the provisions 
of the articles and that the resolution was passed bona fide in the 
interests of the company. The plaintiff appealed to the High 
Court, but his appeal was dismissed. All the members of the 
High Court were of opinion that the resolution of the directors 
was within the powers conferred on the directors by the articles, 


Principal Ground of Attack on Resolution 


The second and principal ground upon which the resolution 
was challenged was that it was not passed bona fide in the interests 
of the company but really in the interests of Neilson Mills with 
the sole object and intention of creating voting power and securing 
to him continued control of the operations of the company. To 
understand this ground of attack, a knowledge of the leading 
facts in the case is necessary. 

The company is a family company, incorporated in New South 
Wales, to acquire Uardry station from Charles Mills, and to carry 
on the business of station owners, graziers, pastoralists and 
stock breeders. The original capital was £46,000 divided into 
46,000 shares of £1 each, of which 11,500 were preference shares 
and 34,500 ordinary shares. The preference shares had three 
votes each (34,500 votes), and the ordinary shares cne vote each 
(34,500). The preference shares (which were all allotted to Mrs. 
Mills, wife of Charles Mills) conferred a right to a fixed cumulative 
preferential dividend of a total amount of £2,500 in each year, to 
be distributed amongst the holders of the preference shares rate- 
ably. The preference shares were not entitled to participate any 
further in the profits of the company, and had not in a winding-up 
any preferential claim on any capital assets but ranked in that 
respect with ordinary shares. 

All the shares, other than four issued to the solicitors, were 
allotted and issued to members of the Mills family. Neilson 
Mills was managing director, and held that office for life. When 
Ainslie Mills, who was a nephew of Neilson Mills, attained the 
age of 25 years, he became the owner of a large number of shares, 
and in April 1935 he was appointed a director to fill a vacancy. 
The management of the business was in the hands of Neilson 
Mills and it was extraordinarily efficient and successful, many 
minutes of the company expressing high appreciation of his 
management. The evidence showed that Neilson Mills had for 
many years controlled the company in effect as if it were his own 
business. Between 1916 and 1937 all mortgages and debts taken 
over by the company, amounting to £63,000 were discharged. 
About £280,000 was distributed in dividends to the preferential 
and ordinary shareholders, and a reserve of about £140,000 was 
accumulated out of profits, of which £70,000 to £80,000 appears 
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to have been invested in the purchase of another station adjoining 
Uardry. 

In the course of his judgment Starke J. said that behind 
the resolution referred to there was a long story of disagreement 
between Neilson Mills and Ainslie Mills. About 1934 Ainslie 
heard that Neilson had established a rival stud to that of Uardry 
on Pembelgong Station close to Uardry. Pembelgong belonged 
to Neilson. It had for many years been leased to the Uardry 
company, but the lease was not renewed in 1934. Neilson pur- 
chased rams and sheep for the new stud from Uardry in the 
names of agents. In 1936 notice was given of an extraordinary 
meeting to consider a resolution that the directors pay Neilson 
£7,250 representing the undrawn portion of the salary authorized 
by previous resolution to be paid to him as managing director. 
A resolution had in fact been passed in 1929 at an extraordinary 
general meeting that the salary of Neilson as managing director 
should be £3,500 per annum and that he receive a fee of £500 per 
annum as a director. But during years of depression Neilson had 
not drawn all the salary granted by this resolution and now pro- 
posed to draw the balance. Ainslie challenged Neilson’s right to 
establish and manage a rival stud and also the payment of the 
undrawn salary, which, as it did not appear in the accounts of the 
company, Ainslie considered as abandoned. 

As matters stood up to August 28, 1936, Neilson was able to 
withstand the insurgence of Ainslie because Neilson controlled 
shares carrying votes exceeding the greatest number of votes 


j likely to be cast in favour of any proposal made by Ainslie to 


which he might object. But a large number of votes so con- 
trolled by Neilson belonged to shares held by him as a trustee 
under three settlements. The beneficiaries under two of these 
trusts might be considered to be ranged on Ainslie’s side in the 
family division. As a result of pressure exerted by, or at the 
instigation of, Ainslie, his uncle, on August 28, 1936, consented 
to retire from these two trusts. If the votes attached to the 
shares held under the trusts in question were cast in favour of 
any ordinary resolution proposed by Ainslie and opposed by 
Neilson and the members who so far had supported Ainslie voted 
for the resolution, then it would be passed notwithstanding that 
Neilson should continue to carry with him the votes of a sister 
named Winifred, who so far had voted in accordance with his 
views. Neilson’s prospective retirement from the trusteeship of 
the two settlements was therefore calculated to inspire Ainslie with 
a hope that his opposition to Neilson might become more for- 
midable. But before he actually resigned, Neilson, at a meeting of 
directors held on September 7, 1936, proposed the resolution for 
the distribution among the ordinary shareholders of the 86,250 
ordinary £1 shares as bonus shares paid up out of reserves. 
Having regard to the manner in which the ordinary and prefer- 
ence shares were distributed among the family, the result of the 
allotment of 86,250 more ordinary shares among the ordinary 
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shareholders would be to leave Neilson in a position, if, but only 
if, his sister Winifred voted with him, to pass or defeat any 
ordinary resolution notwithstanding that the votes attached to 
the shares belonging to the two trusts should be cast against him. 

The directors Neilson Mills and Birtchnell—the latter was 
secretary and accountant of the company, and although a director 
he was not a shareholder of the company—voted in favour of the 
resolution, but Ainslie Mills voted against it. 

The interest of Neilson was mainly in ordinary shares, whereas 
the interest of Ainslie was mainly in preference shares. The 
passing of the resolution did not affect the dividends which the 
preference shareholders would receive, because they were entitled 
only to a cumulative preferential dividend of £2,500 per annum. 
The relative rights of the two classes of shareholders upon a 
winding-up were, however, profoundly affected by the resolution, 
because the articles provided that the preference shares should 
not in a winding-up have any preferential claim on the assets of 
the company, but that they “should rank in that respect with 
ordinary shares.” Thus the resolution greatly improved the 
position of ordinary shareholders if a winding-up should take 
place. Further, the resolution affected the voting power of the 
shareholders, because a large increase was made in the number 
of ordinary shares, while the number of preference shares 
remained unchanged. 

In legal proceedings by Ainslie and his supporters for a declara- 
tion that the resolution was invalid, it was argued that the 
resolution was not passed bona fide in the interests of the 
company but to increase the voting power of Neilson in order that 
he might protect himself from any attack in respect of the 
establishment of a rival stud on Pembelgong and the payment to 
him of undrawn salary, and also to prevent the removal of 
Birtchnell from his office as a director. On the other hand, 
Neilson and Birtchnell defended the resolution on these grounds: 
the preference shareholders were entitled to a fixed cumulative 
preferential dividend so long as the company carried on business, 
but in case of a winding up preference shareholders were entitled 
to rank pari passu with ordinary shareholders in any distribution 
of assets. The latter position would be unfair to ordinary share- 
holders, who were really entitled to the accumulated profits and 
would have received them if larger dividends had been declared. 

Resolution A Valid Exercise of Power of Directors 

Lowe J. found for the defendants. In the course of his 
judgment his Honour said: “I think the scheme of distribution as 
actually carried out in the resolution was honestly arrived at, and 
I think that those who voted in favour of it thought it to be 
in the best interests of the company, and I also think that that 


was their main reason for passing the resolution. But I think, § 


and I find, that neither Neilson Mills nor Birtchnell was at all 
unconscious of the effect that that resolution would have i 
altering the voting power. The resolution when carried into effect 
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did not give a majority to Neilson Mills. He probably hoped it 
would make the matter easier.” 

On the appeal, the High Court refused to interfere with the 
finding of the trial Judge. 

Chief Justice Latham said it was urged that the rule laid 
down by the cases is that directors must act always and solely 
in the interests of the company and never in their own interests. 
If directors issue shares only for the purpose of conserving their 
own power, the resolution creating the shares will be set aside. 
Ordinarily, in promoting the interests of the company, a director, 
being a shareholder of the company, will also promote his own 
interests. After stating that a resolution may have been passed 
honestly in the exercise of the directors’ discretion but also with 
the view of creating voting power to which it was thought that 
ordinary shareholders, in view of the relative extent of their 
interest in the assets of the company, were fairly entitled, his 
Honour continued: “I do not read the general phrases which 
are to be found in the authorities with reference to the obligations 
of directors to act solely in the interests of the company as 


| meaning that they are prohibited from acting in any matter where 


their own interests are affected by what they do in their capacity 
as directors. Very many actidns of directors who are share- 
holders, perhaps all of them, have a direct or indirect relation to 
their own interests. It would be ignoring realities and creating 
impossibilities in the administration of companies to require that 
directors should not advert to or consider in any way the effect 
of a particular decision upon their own interests as shareholders. 
A rule which laid down such a principle would paralyze the 
management of companies in many directions. Accordingly, the 
judicial observations which suggest that directors should consider 
only the interests of the company and never their own interests 
should not be pressed to a limit which would create a quite 
impossible position. 

“Directors are required to act not only in matters which affect 
the relations of the company to persons who are not members of 
the company but also in relation to matters which affect the rights 
of shareholders inter se. Where there are preference and ordinary 
shares a particular decision may be of such a character that it 
must necessarily affect adversely the interests of one class of 
shareholders and benefit the interests of another class. In such 
a case it is difficult to apply the test of acting in the interests 
of the company. The question which arises is sometimes not a 


question of the interests of the company at all, but a question 


of what is fair as between different classes of shareholders. Where 
such a case arises some other test than that of ‘the interests of 
the company’ must be applied, and the test must be applied with 
knowledge of the fact . . . . that the law permits directors, and 
by virtue of provisions in articles of association often requires 
them, to hold shares, ordinary or preference, as the case may be. 
A director who holds one or both classes of such shares is not, 
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in my opinion, required by the law to live in a unreal region of 
detached altruism and to act in a vague mood of ideal abstraction 
from obvious facts which must be present to the mind of any 
honest and intelligent man when he exercises his powers as a 
director. It would be setting up an impossible standard to hold 
that, if an action of a director were effected in any degree by 
the fact that he was a preference or ordinary shareholder, his 
action was invalid and should be set aside. There is high authority 
which, in my opinion, supports the view which I have expressed. 
In the case of Hirsche v. Sims (1894) A.C. 654, their Lordships 
of the Privy Council said with reference to directors whose action 
was challenged: ‘If the true effect of the whole evidence is, that 
the defendants truly and reasonably believed at the time that what 
they did was for the interests of the company, they are not 
chargeable with dolus malus or breach of trust merely because in 
promoting the interest of the company they were also promoting 
their own.’ ” 


New South Wales Company—Power of Victorian Court to 
Control Internal Management 

Charles Mills (Uardry) Ltd. is incorporated in New South 
Wales, and, in common with all other matters affecting the 
membership and organization of the corporation, the validity of 
the allotment and issue of its share capital is governed by the 
law of that State. The above action was, nevertheless, brought 
in the Supreme Court of Victoria. The writ claimed a declaration 
that the resolution was invalid and not binding upon the company 
and its members; that any allotment and/or issue of shares made 
pursuant to the resolution was invalid and should be set aside; 
and an order that the register of members of the company be 
rectified accordingly. 

In the course of his judgment, Dixon J. made the following 
remarks : 

“The first question which naturally suggests itself is whether 
the Supreme Court of Victoria can and ought so to interfere in 
the internal management of a ‘foreign corporation’ and to pass 
upon the validity of the issue or allotment of part of its share 
capital. It is not a question, however, in which the parties mani- 
fested any interest, and it has not been argued... . 

“T should have thought that there was a good deal to be said 
against the Supreme Court of Victoria exerting an authority to 
declare invalid the steps taken by the directors of the New South 
Wales company now in question to issue further capital and to 
capitalize profits to answer the liability on the shares. But, as 
the matter was not argued and as the conclusion at which I have 
arrived upon the validity of the resolution makes it unnecessary to 
deal with it, I shall not pursue the question whether it was not 
the proper course for the Supreme Court to decline to determine 
the matter.” 

None of the other Judges referred to this important point. 
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Sawmilling Costing from the Log 
to the Finished Product 


By V. L. DALEY, A.c.U.A. 


[A lecture delivered under the auspices of The Australasian 
Institute of Cost Accountants, S.A. Division] 


The progression of secondary industries in Australia, and latterly 
in South Australia, together with consequent intense competition, 
has been responsible for the growth in the application of the 
science of costing to manufacturing concerns. It is surprising, 
however, that the crude costing methods practised by many manu- 
facturers have enabled these manufacturers to survive. There 
appears to be only one explanation, namely, that inefficient costing 
has been almost universal in particular industries—that is to say, 
the same mistakes were made by practically all manufacturers in 
given competitive fields. This condition could not last, and is 
rapidly changing. Those who neglect the science of costing are 
finding that others, wiser, are progressing whilst they are struggling 
against adversity. Greater control over business is the obvious 
outcome where a manufacturer is sure of his costs. He not only 
knows that he is making a profit, but also knows how and where 
his profits are derived, and is therefore in an excellent position 
to face competition. He is able to foster trade in profitable direc- 
tions, leaving the unprofitable field to others. 

There has been a great deal of misconception as to the value 
of a complete system of costing in proportion to the expenditure 
incurred. Much of the distaste and suspicion of costing has been 
due to its inefficient adaptation and elaboration under unsuitable 
conditions. An efficient system is definitely a paying proposition, 
irrespective of any consideration of cost, which will vary with the 
size of the undertaking. The saving of loss which might have 
been incurred on unprofitable work alone might pay for the cost 
of conducting a good cost system, the expense of installation, of 
course, being spread over a period of years. Savings in other 
directions may prove to be incalculable. To quote one writer: 
The value of a good costing system will manifest itself chiefly in 
enabling the management to enhance efficiencies, obviate waste 
and decrease unit costs. The right information given in proper 
form would act as a searchlight to discover vital facts. 

Good commercial accounting, whilst essential, cannot displace 
cost accounting, in that the former treats transactions of an 
external nature, i.e., with outsiders—whereas the latter deals with 
accounts of an internal nature, with departments, processes and 
operations, movements of material, services employed in the 
various organisations of which the business is composed. 

In order that each may gain something from the remarks 
to-night, it is desirable at this stage (with apologies to those who 


B 
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are familiar with the subject under discussion) to enumerate 
briefly the two main functions of cost accounting. 

Firstly—From the financial aspect to obtain the true cost of 
the product. 

Secondly—From the technical aspect to supply details in order 
to gauge the factors of cost by qualitative and quantitative analysis, 
or in other words to interpret the degree of efficiency obtained by 
the methods employed by the management. These may be termed 
primary functions. To get a clearer conception, however, elabora- 
tion is necessary. A cost system, to be effective, must: 

(1) Not only indicate the cost of the unit as a whole, but also 
be capable of giving the cost of each part of that unit and 
the cost of each operation on the part. 

(2) Record values for material from the raw state throughout 
all stages of manufacture by which it acquires added value, 
because of the application of labour and the incidence of 
expense, to the final stage of the completed product ready 
for sale. 

(3) Ascertain the cost of auxiliary productive departments and 
service organisations. 

(4) Disclose the products which are unprofitable, and in like 
manner indicate the departments of the business making 
a loss. 

(5) Ascertain efficiencies and locate wastage. 

(6) Provide data for setting up comparative standards. 

(7) Ascertain the cost of marketing the product. 

(8) Assist the management, by providing, as mentioned pre- 
viously, reports and summations given in proper forim. 

How many executives have been faced with literally reams of 
paper purporting to indicate the trading position of the business, 
whereas in effect they are masses of more or less unintelligible 
figures? 

The system of costing, like all other organisations, must grow 
with the business. If the business be small, it would be suicide to 
overtax it with an extensive system. A sound knowledge of 
organisation and the principles of cost accounting are necessary, 
coupled with foresight and judgment in order to gauge the require- 
ments of a growing business. The principles of a complete system 
will apply in a concern with a few operatives, details only are 
curtailed. Internal activities must be interpreted by totals when 
detail is out of the question. The system to be studied to-night is 
a complete one and can be reduced or increased in detail as 
occasions demand. With these remarks, which should materially 
assist the understanding of the object of the matter to follow, a 
general description of the Mt. Burr Mill will now be given. 


General Description 


The mill, which is State owned and controlled, is situated about 
seven miles from Millicent on the Millicent to Kalangadoo Road. 
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The functions of the mill are to provide: 

(1) Kiln-seasoned timber for the building and furniture 
trades. 

(2) Kiln-seasoned case material. 

(3) Floorings, weatherboards, matchboards and mouldings. 

At the present time the Mt. Burr mill consists of three mills: 

Mill “A” (Main Mill)—Which deals with logs capable of pro- 
ducing moulded lines, which for the purpose of this lecture includes 
flooring, matchboard, weatherboards and miscellaneous mouldings. 
Cases represent a by-product from offcuts. 

Mill “B”—Which handles the small logs for the purpose of 
producing furniture trade material. 

Mill “C”—Which is essentially a case unit. 

The whole of the output from each source is seasoned by means 
of a battery of 14 drying kilns of stone construction. It is not the 
intention to-night to burden you with technical details of any of 
the processes, but it is necessary to add that the kilns are supplied 
with live steam and, being of the fan circulation type, require 
electric current for driving the fans. 

It is also not proposed to deal with the costing of Mills “B” 
and “C,” but to concentrate on the main mill. For the purpose of 
this lecture case production will be treated as though the main mill 
completed all the processes, otherwise confusion may result. 


Departments 


The mill can conveniently be subdivided for costing purposes 
into the following departments : 

(1) Manufacturing Departments——Which are constituted to 
make the saleable product. Their one object is to process the 
material issued to them. They consist of: 

Dept. No. :. Green Boards Production 
Green Case Production 
Kiln Seasoning 
Case Manufacture 
Mouldings Manufacture. 


(2) Auxiliary Preductive Departments.—These organisations 
engage in making products, which, of themselves, are aids in 
manufacture to expedite operations on the saleable products and 
have direct application thereto. The Sawshop and Power House 
are regarded as auxiliary productive departments. 

(3) Service Departments ——These organisations are established 
for maintaining the plant in an efficient condition and for carrying 
out extensions and additions in connection with the machinery and 
equipment, buildings and yard maintenance. The repairs and 
maintenance sections comprise fitters, blacksmiths and carpenters, 
etc. 


Wn wo by 


The Flow of the Product 
A general description of the flow of the product is as follows: 
Softwood logs (Pinus radiata) sawn to economic lengths, are 
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delivered ex the plantations by the felling and hauling contractor 
to the mill, graded according to length and placed on the skids. 
The log is rolled into a mechanical hauling device which carries 
it to the gangsaw. The principle of the gangsaw is to cut the whole 
log into boards of thicknesses as required, but of varying widths. 
The boards, passing on a conveyor, are then freed of bark as far 
as practicable, by an edging machine, from whence they are again 
mechanically transported by means of an overhead conveyor to 
the kiln loading platform outside the mill building. At this point 
green production ends, and with the loading of kiln trucks from 
the platform, kiln seasoning operations commence. The loaded 
trucks are then placed in drying kilns in which the moisture con- 
tent of the timber is reduced to the required percentage. After 
treatment it becomes the raw material of the mouldings manu- 
facture department. In this department, the dried timber is run 
through moulding machines, docked to length, graded and stacked 
according to length and size ready for distribution. 

Let us now retrace our steps to that point in the green produc- 
tion line, after the log has been sawn to boards by the gangsaw 
and edged. Obviously there would be two offcuts on each log 
which would be useless for board production. These slabs, docked 
into suitable lengths, become the raw material of the green case 
production section. They are then ripped by the chain resaw into 
thicknesses suitable for case slabs (i.e., sides, tops and bottoms) 
and end slabs. These slats, as they are termed, as distinct from 
sections, which is the term adopted after the final manufacturing 
process, are then edged to the desired widths, stripped, or in other 
words, stacked on trucks ready for drying. After seasoning, the 
truck-loads of slats are delivered to the case manufacture depart- 
ment. The timber is then crosscut on a multiple docker, sorted, 
graded, shooked into convenient bundles, and stacked. This pro- 
cedure applies to case sections. End sections are further treated, 
planing and cleating, i.e., the joining together of two or more 
piece ends, being necessary before shooking and stacking are 
carried out. Such is a very brief outline of the flow of the timber 
through the mill. 

Power Plant 

Primarily the mill was designed for the use of steam power. 
To-day, however, steam is used for the green production line and 
kiln seasoning, whilst electric power, generated at the mill, is 
employed for the balance of the machines in addition to running 
the kiln circulation fans and supplying electric current for the 
mill township. 

Method of Costing 

Let us now determine the method of costing to be employed. 
The order method applies to the manufacture of a special product 
made to order, or a standardised product manufactured repeti- 
tively, but in specified quantities. The process method of costing 
applies mainly to the manufacture of a product of uniform value, 
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weight or measure, carried on over a period of time, quantities of 
output being determined upon the expiration of the period. The 
order method of costing has as its object the ascertainment of cost 
for predetermined quantities, whereas the objective of the process 
method is the ascertainment of cost in respect of the processes 
applied to production over a given period. The two systems may 
be used simultaneously where suitable conditions obtain. 

The prime object of the costing at Mt. Burr sawmill being to 
ascertain the expenditure on processes applied to the product and 
to connect that expenditure with the quantity passing through each 
process over a determined period, the process method is employed. 

Units of Cost: 

Log, 100 super feet 

Sawn timber, 100 super feet 

Case material, 100 super feet—actually sold according to 
number of cases 

Moulded production, 100 lineal feet. 


Costing Period: Four weeks. 
Elements of Cost: Material, labour and expense. 
Material: The log. 


The subject-matter to-night is sawmilling from the log and not 
the seed; afforestation costing will be therefore disregarded. The 
tree is felled by a contractor at a certain price per 100 super feet 
and hauled by truck at varying rates, according to the distance 


| from the mill. The cost of the raw material at this stage is there- 
| fore felling, hauling, plus a stumpage (or royalty) charge due to 


the forest. It will at once be realised that it would be impracticable 


| to arrive at any cost other than an average one per 100 super feet, 


although in fact various sizes of log are worth more than others. 
There is, however, a different stumpage rate for very small logs. 
After delivery at the mill the contract rates cease and the cost of 
manufacture is reflected in the efficiency of mill management. 

It would be difficult to imagine a simpler form of raw material 
from both storing and recording points of view. Each log is marked 


| in the forest on the end indicating its mean diameter (in inches) 





9/2 
and length in feet, we 


16 feet long. The daily log tally prepared in the first instance by 
the log yardman as the log is rolled on to the hauling device gives 
the necessary detail to arrive at the lineal feet of each dimension 
treated. These measurements are then converted to super feet 
by means of a special table and the log intake, together with the 
mean diameter of the day’s cutting, is available first thing on the 
morning following the cutting. 


representing a log 94 inches mean diameter 


Transfer of Sawn Timber 

Movements of sawn timber present a phase of the costing of 
sawmilling activities which is considered difficult. Those present 
who have had experience with tallying of sawn material know this 
to be true. Unless conditions are such as to render the recording 
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of timber reasonably accurate, then most inaccurate and misleading 
cost results must accrue. A stock record under such circumstances 
becomes a farce. At one point, however, it is essential, and possible, 
to obtain accurate returns, and that moment is when the green 
output from both logs and slabs is stacked on trucks for kiln 
seasoning. Each truck is then tallied and given an identification 
number in the form of a metal disc, which it retains until operated 
upon or stacked for sale. For various reasons the truck may not 
be treated as a whole, then accurate tallying becomes both an 
expensive and necessary evil. The adoption of standard stacking 
and standard size trucks is a decided aid to satisfactory tallying. 
Accounting for costs, and cost accounts, must be based on reliable 
and immediate records of all movements of material. Transfers 
of log, sawn timber and finished production (including sales) are 
recorded daily, but rendered to Adelaide office on weekly returns. 
Four-weekly stock control accounts are kept in the head office 
whilst the detail stock records are retained at the mill. Balances 
are agreed each costing period. No difficulty exists as regards the 
recording of both finished case material and moulded production. 


Stores 


Stores in sawmilling ventures are mainly required for power 
production, plant and building maintenance, and repairs and 
additions. Consequently, although it is imperative that a good 
accounting system prevails, it can by no means be regarded as a 
large organisation as in other types of manufacturing concerns. 
Very little of the stores enter into the finished product. Briefly, 
all stores required are the subject of requisitions, authorised by 
the foreman or other responsible employee. The goods are supplied 
by the storeman and signed for by the receiver. A fortnightly 
summary of debits of stores’ issues, coinciding with the pay period, 
is forwarded to head office. 


Labour 


Each employee prepares his own time-clock card, as far as the 
work is concerned. The card indicates the employee’s name, and 
number, times of arrival and departure, the machine upon which 
he was engaged (if a machinist), otherwise the work upon which 
he was occupied, together with the number of hours. To reduce 
detail to a minimum a standard list of headings has been compiled. 
From the time card the fortnightly worksheet is prepared. This 
columnar type of timesheet then becomes the basis of the fort- 
nightly paysheet and the analysis of debits (or segregation of 
labour), which agree in hours and money. 

The segregation of labour is divided into direct and indirect 
labour. 

1. Direct Labour—Labour which is positively identified with 
some definite operation on the timber, i.e., operator’s time. It 
must change one or all of the characteristics of the materials, 
characteristics referred to being substance, condition, form and 
dimension. 
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2. Indirect Labour.—Subdivided as under. 

(a) Departmental Indirect-—Labour which, although not con- 
tributing directly to the change made in the timber, is associated in 
a particular manner with a department wherein such changes are 
made. Although kiln seasoning could be regarded as being direct 
it will be seen later that it is more convenient to regard it as 
departmental indirect. In Department No. 4 (case manufacture), 
the items of sorting and shooking are not termed direct labour, each 
is distributed to the various types of product on specially selected 
bases. 


(b) Power House. 
ing in the power house. 

(c) Sawshop.—Sawdoctor and assistants. 

(d) Repairs and maintenance ——Machinery. 

(e) Repairs and maintenance.—Buildings. 

(f£) General Indirect-——That is, labour which cannot directly 
be charged to any productive or service department. Mill super- 
vision, time clerks, tally clerks, storemen, are a few examples. 

The manufacturing cost of the product now ceases, and the 
next two items, viz., ordermen and carters, are definite charges to 
Marketing Expense. This should always be a well-defined point 
in costing, for it is now generally recognised that it is advantageous 
to separate the two organisations, as concentration on each is 
essential. 

The second money column on the form is designed to accom- 
modate a percentage oncharge, which covers mainly holidays and 
workmen’s compensation and insurance, which are in fixed pro- 
portion to the wages paid. Any holidays and insurance payments 
are therefore debited to the Suspense Account thus created. 

It should be noted that all labour other than direct, which is 
directly chargeable to machines, is subject to further distribution 
and will be dealt with again under the heading of expense. 





Engine drivers, firemen, and others assist- 


Expense 

It is not always realised that very little expense in a manufac- 
turing concern is definitely direct, and consequently resort must 
be had to methods by which the element of expense may be distri- 
buted to costs in the most equitable manner. The items comprising 
expense are: 
Repairs and maintenance—Machinery. 
Repairs and maintenance—Buildings. 
Depreciation, Interest and Insurance on machinery. 
Depreciation, Interest and Insurance on buildings. 
Power House Charges. 
Sawshop Expense. 
Adelaide Office—Administrative Expense. 
Major Repairs Reserve. 
General Indirect. 
10. Departmental Indirect. 


SOON AMRWNS 
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Distribution of Expense 

This phase of cost accounting presents the most difficult prob- 
lems, that is, if the costs of production are to be ascertained with 
any degree of accuracy. 

The difficulty rests in the establishment of a denominator which 
will express as nearly as possible the incidence of the expense in 
relation to each department, class or type of product. It is par- 
ticularly stressed that no single method of apportionment can be 
adopted for all classes of industry or for all departments of a 
factory. It is not intended to enumerate the many recognised 
methods of distributing expense, but reasons will be submitted for 
the particular methods adopted. 

Before dealing separately with the items of expense, it is neces- 
sary to set out the most important method of apportionment 
adopted, for it has a bearing on all other bases selected. In view 
of the consideration that the dominant factor in sawmilling is the 
use of machinery, the machine rate method suggests itself, wages 
of operators being included. The principle is that expenses are 
incurred relatively to the operating hours of machines. It should 
be observed that the machine rate method of distribution applies 
specifically to the allocation of overhead charges within a depart- 
ment and not to the distribution of expense between departments. 


Repairs and Maintenance—Machinery 
Charges in this section are debited direct to each particular 
machine, power house, sawshop, or general indirect. 
Repairs and Maintenance—Buildings 
Although it would be considered more accurate to debit this 
work to each machine, still it is considered unnecessary, mainly 
due to the very small amount involved. Building repairs have 
therefore been charged to the item of departmental indirect under 
the department concerned. Any repairs on account of power 
house, sawshop or general indirect, are debited direct to these 
accounts and subject to further distribution. 


Depreciation, Interest and Insurance on Machinery 


Normally each of the items enumerated is treated singly, but to 
reduce clerical work they have been grouped. It is considered that 
each is just as much a part of the machine rate as the other. 
Depreciation is obtainable from the Plant Ledger, Interest, on the 
actual amount paid, Insurance likewise; the previous year's 
accounts being used for the purpose. Adjustments would be neces- 
sary to accommodate anticipated increase for the current year. 
The schedule, thus compiled, is firstly subject to one of the most 
important principles in the distribution of expense, that is, depart- 
mentalisation, or in other words, the equitable distribution to the 
various departments. The items referred to, having special rela- 
tion to values, are primarily distributed to production and service 
departments on the basis of the total value of machinery in each 
section. The item of “General Indirect” is purposely not included. 
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The effect of the omission is that the depreciation, interest and 
b- (| insurance on general indirect plant and machinery are automatically 
th im absorbed by the departments on a value basis. Redistribution is 
then made to machines within each department, again, on a value 


' basis. 

" x Depreciation, Interest and Insurance on Buildings 

rr Of As in the case of machinery, this expense is allocated to the 
De 1 various departments, but this time on the total value of buildings 
a | ineach department. The next step is the redistribution to machines. 
d The only practical method is to use the total floor space as denomi- 
ir nator and the space occupied by each machine as a numerator. 


A single calculation completes the distribution to machines. 


A Power House Expense 


Power house charges consist of wages of firemen and other 
attendants, an allocation of major repairs reserve, administrative 


le “er ; ; : 
_ expense, depreciation, interest and insurance on machinery and 
“ buildings (power house only), repairs and maintenance to 
d machinery and buildings, together with a proportion of general 


| indirect. The total expense is primarily distributed to productive 

} and other departments on the basis of the normal power require- 

ment of the department. The effect of departmentalising is that 

the department which does not operate its machinery to normal 

capacity must stand the burden of increased costs. Inefficiency in 

r one department is therefore not reflected in the operating cost of 

| another. It should be noted that no distribution has been made 

| between steam and electric power. The fact that one portion of the 

| mill is conveniently run on steam, and machines requiring single 

} control are operated by electricity, does not warrant elaborate 
treatment. 

To arrive at the normal amount of power consumed by each 

department (bearing in mind that separate meters are not in- 
stalled), it is necessary to prepare a schedule of all the machines, 
3 by department. The rated horse-power required to operate the 
machine is then multiplied by a load factor. For instance, one 
| machine may be designed for a 40 h.p. motor, yet it may only 
) || require that power for, say, 75% of its working time, which reduces 
the effective consumption of the machine to 30 h.p. 
Owing to this load factor, it is quite possible to operate machines 
. || the total rated horse-power for which greatly exceeds the output 
| of the power house. By adding the weighted horse-power for 
each machine in a department, the total power required to run 
that section to normal capacity is obtained. The next procedure is 
to redistribute the departmental cost to machines, on a weighted 
horse-power multiplied by the number of hours worked. 


: Sawshop Expense 

The charges incurred in connecticn with the sawshop are distri- 
buted to the departmental indirect account on a purely arbitrary 
basis. Some departments do not require the services of this tech- 
nical staff, whereas others are totally dependent upon its efficiency. 
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Adelaide Office Administrative Expense 

The items constituting this expense embrace a wide range, and 
the method of apportionment has been subjected to severe criti- 
cism, but as yet no better solution has been forthcoming. The 
method selected is “labour value.” It is my contention that head 
office and local supervision are definitely dissimilar in application. 
Take, for example, the box factory, with its many low-paid youth 
labourers and little machinery. Would it be equitable to burden 
this section with head office overhead on the basis of hours 
employed? The selection, however, is identical with that actually 
adopted by a large manufacturing concern employing a large 
number of low-paid girls in a department with little or no 
machinery. It should be borne in mind that the labour-value 
method is only employed for the allocation to departments, the 
redistribution being on machine time or direct hours basis. Local 
supervision will be dealt with under general indirect. 


Major Repairs Reserve 

The principle underlying the operation of this account is that 
costs should reveal the efficiency of the plant, and should not be 
disturbed from time to time by major repair work. Unit costs 
reflecting violent fluctuations are useless. Major Repairs Reserve 
Account is, therefore, designed to evenly distribute such expense 
over the whole year. 

The gangsaw and the power-house are the only items which at 
present justify this treatment. The department concerned must 
bear the burden. A four-weekly amount is debited to the gang- 
saw and power-house, and the reserve account correspondingly 
credited. Any major expense, therefore, represents a debit to 
the Reserve Account. 


General Indirect 

As this expense has no specific relation to any particular depart- 
ment, its application is, therefore, primarily to departments. The 
difficulty is, “What basis shall be used for its distribution?” It is 
impracticable to lay down any one basis of apportionment, for the 
items are of too varied a nature. Supervision and time clerks 
have been apportioned according to the total number of hours in 
each department. The items of watchmen, repairs and mainten- 
ance—machinery and buildings—have been distributed on the total 
value of assets in each department. All other general indirect 
items had been spread on arbitrary bases, which may be determined 
by careful observation. 





Sequence of Transfer of Accounts 
It will be evident to those who have had practical experience 
that it is essential to arrivé at the order of distribution of service 
and auxiliary departmental expense. For example, it would be 
useless to distribute power-house charges until after general indirect 
expense had been transferred, likewise sawshop expense before 
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power charges had been included. The order of transfer for the 
; [i system being discussed is: 


1. Repairs and Maintenance to Machinery. 
. in 2. Repairs and Maintenance to Buildings. 
| § 3. Major Repairs Reserve. 

. &§ 4. General Indirect. 

. | 5. Power House Charges. 

. 4 6. Sawshop Expense. 


7 Before proceeding further, it is desirable to point out that, at 
| the present stage in the finalising of the four weeks’ accounts, the 
whole of the production expenses are now contained within the two 
sets of accounts, “Departmental Indirect” and “Machine Expense.” 


Departmental Indirect 


As stated earlier in the lecture, this item involves expense, 
which, although not contributing directly to a change in the 
timber, is associated with a department wherein such changes are 
made. The orthodox method is to distribute such expense on the 
basis of direct hours. It will be remembered that the wages of 
operatives have been charged to machines. In each department 
there is a “key” or “controlling” machine, the balance of the 
| machines operating on the various types of products a similar num- 
5 ber of hours. That being so, the basis of apportionment to the 
' manufacturing accounts is the number of hours of the “controlling” 
} machine on each class, and/or type of product. Take, for example, 
the case sections manufacture department. The multiple docker 
governs the items such as sorting, shooking, general handling, etc., 
since all the various types of case material are crosscut by it. 
Similarly, the moulding machines determine distribution of the 
indirect expense of that department to the manufacturing accounts 
of the various types of mouldings. 


+ no re etl eee LW 


Machine Expense Accounts 


ina bP tinal 


At this stage each machine expense account has been debited with 
direct labour and relevant expense, including interest, depreciation 
and insurance on machinery and buildings, machine repairs and 
maintenance, together with its proportion of power. In order to 
allocate these charges to the various manufacturing accounts of 
the product, a machine running statement, setting out each machine, 
and indicating the types of product upon which it has been engaged, 
and the number of hours, forms the basis of distribution to the 
various manufacturing accounts. 
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Manufacturing Accounts 


Each type of product has a manufacturing account to which now 

has been debited the machine costs and a “scientifically-arrived-at” 

) proportion of the remaining production expenses, leaving the item 
| of raw material to be added at cost price. The cost of the log is 
| brought into Green Boards Manufacturing Account at the average 
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cost per 100 super feet, obtainable from the cost of Logs Account. 
The residual value of slab is based upon the price at which the 
material would sell, this figure being debited to Green Case Material 
Manufacturing Account, a credit being given to Green Boards 
Manufacturing Account. The timber now automatically acquires 
added value through the various stages to the “finished product 
accounts,” because of the application of labour and the incidence 
of expense. The various Manufacturing Accounts are credited, 
and the Finished Stock Accounts debited, with the cost of com- 
pleted work. The balances remaining on these accounts represent 
work in process of manufacture. 


Finished Stock Accounts 


Each class of sawn timber has a Finished Stock Account, to 
which sales, as well as transfers to further processes, are credited 
at cost. With the exception of the green case material, timber may 
be sold at practically any stage of production. Each type of case 
(if necessary), and moulding also, has its Finished Stock Account, 
which is credited with sales. These accounts contain both quan- 
tity and value columns, the balances representing stock on hand. 
They form an essential line between the production and sales 
organisations. 

Cost of Sales Accounts 

From a costing point of view, we have reached the most important 
accounts in the system. As the heading suggests, it is the cost of 
sales. From the sales data each Finished Stock Account is credited 
(as previously mentioned) with the quantity sold at cost price and 
debited to the cost of Sales Account of the particular class of 
product. Marketing Expense, which, as stated earlier, embraces 
salaries of the selling staff, discounts and commissions, advertising, 
ordermen, and bad debts reserve, etc., is then pro-rated to the cost 
of Sales Account on the basis of turnover. The crediting of the 
cost of Sales Accounts with the actual sales completes the transac- 
tions. It will now be evident that the balances remaining on the 
cost of Sales Accounts represent the resultant profit or loss on each 
class of product. 

Conclusion 

To be in a position to compile frequent accurate periodical state- 
ments of profit and loss, independent of that arduous task of com- 
plete stocktaking, can be regarded as the consummation of cost 
accountancy. The accurate pricing of finished stock and work in 
process of manufacture has an important bearing on the resultant 
trading position of an enterprise. Without the aid of a reliable 
and complete cost system, considerable guesswork must be re- 
sorted to. 

With reliable monthly statements of profit and loss, together 
with information reflecting the internal operations of the mill, 
exhibited preferably in a graph form, the management has a com- 
prehensive picture of those vital facts which should materially 
assist to combat competition and determine future policy. 
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Taxation Section 
Edited by J. A. L. Gunn, F.1.c.a. 


DEDUCTION OF STATE INCOME TAXES 


In the October, 1938, issue of the Journal, a recent decision of 
the Board of Review was dealt with. The Board held, and with 


| respect rightly held, that State income taxes paid on the income of 


the previous year did not relate directly to the income, the subject 
of assessment, and they were, therefore, deductible, in accordance 
with the provisions of S. 50 (c) of the Commonwealth Act, i.e., 
firstly against income from property other than dividends—there 


| being no income from personal exertion-——and, secondly (as to the 
| balance), against income from dividends. The effect of this deci- 
| sion was that the whole of the taxable income consisted of dividends, 
) upon which, being a company the taxpayer was assessable and 


rebateable at 1/- in £, so that the net tax payable was “nil.” 

In order to remedy the defect in the 1936 Act, paragraphs (a), 
(b) and (c) of S. 50 have been omitted by the amending Act of 
1938, and the following new paragraphs have been inserted in their 
stead : 

(a) where a deduction or part of a deduction relates directly to income 
from dividends (whether of the year of income or of a previous year 
of income), the deduction or part of the deduction, as the case re- 
quires, shall be made successively from income from dividends, from 
income from property other than dividends, and from income from 
personal exertion; 

(b) where a deduction or part of a deduction relates directly to the income 
from property other than dividends (whether of the year of income or 
of a previous year of income) the deduction or part of the deduction, 
as the case requires, shall be made successively from income from 
property other than dividends, from income from dividends, and from 
income from personal exertion; and 

(c) in all other cases, the deduction or part of the deduction shall be made 
successively from income from personal exertion, from income from 
property other than dividends and from income from dividends. 


Under the new paragraphs, where an allowable deduction directly 
relates partly to one class of income and partly to another or others 
(whether of the income year or of a previous year), an appor- 
tionment may be made so as to attribute to a particular class of 
income the part of the deduction directly relating to that class. 





CoMMONWEALTH INCOME TAX 
REBATE IN RESPECT OF DIVIDENDS 


Where a shareholder is entitled to a rebate at the company rate, 
any dividend included in his taxable income is rebateable at the 
standard rate payable by companies for the financial year for which 
tax is levied, not at the rate paid by the company on the income 
out of which the dividend was paid. For example, the standard 
tate payable by companies for year of tax ended June 30, 1938, was 
1/- in £. The company rate of tax for year of tax ended June 30, 
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1939, has been increased by 15% to 13-8d. in £. Thus, where a 
company paid a dividend on July 31, 1937, out of its income of year 
ended June 30, 1937, the shareholders are entitled to a rebate in 
their assessments at the rate of 13-8d. in £1 (if their property rate 
equals or exceeds 13-8d.) on that part of the dividends which is 
included in their taxable income, although the company paid only 
1/- in £1 on the taxable income out of which the dividend was 
declared. 





CoMMONWEALTH INCOME Tax 
Changes in Law Relating to Dividends 


The following amendments made by the Amending Act of 1938 
apply to assessments for the financial year beginning on July 1, 
1938 (based on income derived during income year ended June 30, 
1938, or substituted accounting period), and all subsequent years. 

The proviso to S. 17 (1) of Act No. 46 of 1938 provides that 
the amendments effected by S. 5 of that Act, in so far as they 
require dividends to be paid out of an amount ascertained as 
specified therein, in lieu of out of income as specified in S. 44 (2) of 
the 1936 Act, shall not apply to dividends paid prior to the com- 
mencement of Act No. 46 of 1938, viz., December 28, 1938. 


Dividends Paid Out of Exempt ex-Australian Income 


Section 44 (2) (b) (i) of the Commonwealth Act, 1936-37, 
provided for the exemption of dividends paid by a company wholly 
and exclusively out of “income derived from sources outside Aus- 
tralia, not being income which under this or the previous Act is or 
has been assessable income of the company.” 

This provision was defective in that it enabled companies to 
declare and pay dividends wholly and exclusively out of gross 
exempt income derived from sources outside Australia, whereas 
it was intended that the exemption should be limited to dividends 
paid out of exempt net ex-Australian income. This unexpected 
result was achieved by charging some or all of the expenses of 
earning the exempt income against assessable income. The follow- 
ing example taken from the Treasurer’s Explanatory Memoran- 
dum issued with the 1938 amending Bill illustrates the weakness of 
the above provision: 

Income and expenses of company— 





Exempt 
ex-Australia 
Australia. (Great Britain). Total. 
Gross income .. .. .. £15,000 £5,000 £20,000 
Expenditure .. .. .. .. 12,000 4,000 16,000 
Net profit... .. .. £3,000 £1,000 £4,000 











The company would be taxed on £3,000 under the Commonwealth 
Act, and on £1,000 under the United Kingdom Act. The £1,000 
would, therefore, be exempt under S. 23 (q) of the Commonwealth 
Act. 
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N. 
. For dividend purposes, the company attributed £3,000 of its 
ar ex-Australian expenditure to its Australian income, to which it did 
= not in any way relate. The accounts then appeared as follows: 
te & ; Exempt 
is - Australia. ex-Australia Total 
ly 4 Gross income .. .. .. £15,000 £5,000 £20,000 
Md ' Expenditure .. .. .. .. 15,000 1,000 16,000 

! Net profit .. .. .. — £4,000 £4,000 











The company then declared a dividend of £4,000 wholly and 
exclusively out of exempt income derived from sources outside 
Australia, and the dividend was, therefore, exempt in the hands 
of the shareholders. 

To overcome this defect, S. 44 (2) (b) (i) of the 1936-37 Act 
was omitted by the amending Act of 1938, and the following sub- 
paragraph was inserted in its stead: 


ede aes « 


| 


4 
m (i) the amount remaining after deducting from income derived from 
’ sources out of Australia (not being income which under this or the 
as previous Act is or has been assessable income of the company) any 
of losses or outgoings incurred in gaining or producing that income which 
n- would have been allowable deductions if that income had been assess- 


able income. 


| This substitution will have the effect of limiting the fund from 
which exempt dividends may be paid to the amount of exempt 





7, income derived from sources outside Australia, less the losses and 
ly § outgoings incurred in gaining or producing that exempt income. 
S- 

or 

DivipENDs Parp sy Gorp Mintnc CoMPANIES 

0 


va Section 44 (2) (c) of the 1936-37 Commonwealth Act has been 
omitted by the amending Act of 1938, and the following paragraph 


as : ag 
js || has been inserted in its stead: 
a The assessable income of a shareholder shall not include dividends... . 
of ‘ (c) paid by a company wholly and exclusively out of the amount remaining 
a | after deducting from income (not being income which under this or 
y the previous Act is or has been assessable income of the company )— 
n- 4 (i) which the company has derived from the working by it of a mining 
of 4 property in Australia or in the Territory of New Guinea; or 
i (ii) which the company has received as dividends from a company 
A which derived income from the working by it of a mining property 
4 in Australia or in the Territory of New Guinea and which are 
; paid wholly and exclusively out of income so derived, 
any losses or outgoings incurred in gaining or producing that income 
which would have been allowable deductions if that income had been 
assessable income. 
| The following changes have thus been made: 

(a) The new paragraph limits the fund from which exempt 
dividends may be paid to the amount of income which is 
0 exempt in the hands of the company under S. 23 (0), less 
h a the losses and outgoings incurred in gaining or producing 


that exempt income. Prior to this amendment, a gold 
mining company, which also derived assessable income, 
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could declare and pay dividends out of the gross exempt 
income, by charging against the assessable income the ex- 
penses incurred in gaining the exempt income. The new 
paragraph remedies this defect in the law. 

(b) New paragraph (c) makes the intention of the legislature 
quite clear that, where a company receives exempt divi- 
dends from a company carrying on gold mining operations, 
and in turn pays a dividend to its shareholders wholly and 
exclusively out of such exempt dividends, the shareholders 
are exempt in respect of that dividend. 

(c) Under the previous paragraph, dividends from gold mining 
companies were exempt to the extent to which they were 
paid out of the company’s exempt income. Under the new 
paragraph, the dividends, in order to be exempt, must be 
paid wholly and exclusively out of income which is exempt 
under S. 23 (0). It should be noted that a dividend paid 
out of a fund consisting of exempt gold mining profits and 
one or more of the exempt profits mentioned in S. 44 (2) 
(b) would not be exempt. 





Diviwenpds Parp Out oF Pre-War INCOME 


Section 44 (2) (b) (iv) of the Commonwealth Act, 1936, pro- 
vided for the exemption of dividends paid wholly and exclusively 
out of undistributed income accumulated before july 1, 1914, 
where the dividends were paid before July 1, 1936. As this sub- 
paragraph became inoperative as from the last-mentioned date, it 
was deleted by the amending Act of 1938. 





Goops ExXPporTED FROM AUSTRALIA 


The subject of the apportionment of profit between Australian 
and ex-Australian sources in the case of goods produced in Aus- 
tralia and exported and sold overseas, was exhaustively discussed 
in the August, 1937, issue of the journal at pp. 35-41. 

In the explanatory Memorandum circulated by the Common- 
wealth Treasurer when the 1938 amending Bill was introduced, it 
was stated: “The question whether the whole or any part of any 
profit is derived from sources in Australia is a question of fact 
which may be decided only upon a consideration of all the circum- 
stances relating to the business operations of each taxpayer.” 

The provisions of S. 42 of the 1936 Act have been found to be 
defective in that a regulation might prescribe, or the Commissioner 
might determine, that part only of the profit was derived from 


Australian sources, whereas in some particular instances the facts | 
might be such that the whole of the profit was derived from sources § 


in Australia. The amendment to S. 42 made by the Common- 
wealth amending Act of 1938, remedies this defect by enabling a 
regulation to prescribe, or the Commissioner to determine, that 
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“the whole or any part (and, if a part, what part)” of the profit 
has been derived from sources in Australia. 

No regulation has yet been made, so that the question still 
remains to be determined by the Commissioner, subject to review 
by the Board of Review. 





SUBSCRIPTIONS TO TAXPAYERS ASSOCIATIONS 


In the April, 1938, issue of the journal, at pp. 168-9, I expressed 
the opinion that subscriptions to the Taxpayers’ Association were 
an admissable deduction. Advices have been received that the 
New South Wales Board of Appeal has recently held that the 
New South Wales Taxpayers’ Association was not an association 
contemplated by Section 83 of the New South Wales Act, nor were 
subscriptions deductible under Section 60 as being outgoings 
incurred in gaining or producing assessable income or in carrying 
on a business for that purpose. 





SEcREcY PROVISIONS 

Section 16 of the Commonwealth Income Tax Assessment Act 
provides, under heavy penalty, that Departmental officers shall 
maintain secrecy regarding the affairs of taxpayers. Section 16 
(4), however, permits of the communication of information to 
certain specified persons, who, in turn, are placed under the same 
obligation as to secrecy as are taxation officers. The list of persons 
to whom information may be communicated has, by the amending 
Act of 1938, been extended to include “(da) the National In- 
surance Commission for the purpose of the administration of any 
law of the Commonwealth relating to insurance.” 


PREMIUMS ON LOANS 


In 1923, Thomas Nelson & Sons Ltd. and others lent a sum of 
money to the India Paper Company, in which they held shares. 
The loan was to be repaid on or before September 1, 1933, in 
annual instalments of not less than one-tenth. Interest was payable 
at only 2 per cent. per annum, but with each delayed instalment 
there was also to be charged a premium at an increasing rate. The 
first repayment of £20,000 was not made until January, 1933, 
when nearly £7,000 interest and nearly £5,000 premium was also 
paid. The taxpayer company contended that the premium was an 
accretion to capital. Held by the Scottish Court of Sessions on 


| July 5, 1938, that the premium was assessable income. 


seh biota 


45. 





New SoutH WALES SPECIAL INCOME AND WAGES TAx 
Recent Changes in Law 


The following amendments have been made to the New South 
Wales Special Income and Wages Tax (Management) Act, by 
the Finances Adjustment Act 1938: 


Cc 
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Increase in Exemption from Wages Tax 
The income from wages derived after December 31, 1938, by 
an employee while he is in receipt of such income at a rate less 
than £4/4/- per week (or the equivalent hourly or daily rate) 
shall, if the employee has a dependant as at November 1, 1938, 
be exempt from wages tax. 
The dependant must be one in respect of whom the employee 
would, but for the above exemption, be entitled, under S. 18A of 
the Special Income and Wages Tax (Management) Acts 1936- 
1937, to the dependant rebate, i.e., a wife whose total net income 
for year ended June 30, 1938, did not exceed £100, or a child 
under sixteen years of age at November 1, 1938, wholly main- 
tained by the employee. 
If, at the end of the financial year (June 30, 1939), it transpires 
that the total income for the year has equalled or exceeded £219, 
then the employee will be required to lodge an income tax return 
and an assessment will issue as if such income had been “net 
assessable income.” An adjustment will, of course, be made for 
wages tax deducted for the six months to December 31, 1938. 
Example: An employee is paid £6 per week from July to 
September, 1938, when he suffers a reduction to £4 per week: 
Salary, 1/7/38 to 30/9/38: 
cs ce as 26 04°60 04 44 ce oe ee Se 
Tax deducted by employer. 

Salary, 1/10/38 to cs data 
13 weeks at £4.. .. .« 
Tax deducted by employ er at appropriate rates. 

Salary, 1/1/39 to 30/6/39: 

26 weeks at £4 . ; Shien Ginee aa ee ae 
No tax deducted by employe er. 


po Pe ee ee ee 





The sum of £104 will be taxed by assessment, subject to deduc- 
tion of dependent rebate. 

The corresponding allowance in respect of net assessable income 
is dealt with in the next paragraph. 


Rebate where Net Assessable Income is Less than £219 

Any person (other than a company) domiciled in New South 
Wales who has a dependant and in consequence thereof is en- 
titled to the dependant rebate, shall, if his total income derived 
from all sources during year ended June 30, 1938, was less than 
£219, be entitled to a further rebate in his assessment upon the 
income of that year of an amount equal to one-half of the tax 
otherwise payable by him. This rebate shall be calculated upon 
the amount of tax payable after allowing all other rebates allowable 
under the Act. 

Example: Taxpayer received net assessable income of £180 
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during year ended June 30, 1938, and has one admissible depen- 
dant : 


 f ke Perera arte re Oe 
Less dependant rebate .. ~ ts s.e eo 

#1 14 O 
Less S. 12 (8) rebate—50% of tax ...... O17 O 
CEE .6 5% co he ch os Gk 8 ek AC 


Rebate in Respect of Spouse 

In order to determine whether a taxpayer who derives income 
from wages was entitled to the dependant rebate of 6d. per week 
in respect of his or her spouse, in relation to income from wages 
derived between December 1, 1937, and October 31, 1938 (both 
days inclusive), the test was whether or not the net income of the 
spouse from all sources during year ended June 30, 1937, exceeded 
£100. 

In relation to income from wages derived after October 31, 1938, 
a spouse shall be deemed to be wholly maintained if the net amount 
of income derived by the spouse from all sources during year ended 
June 30, 1938, did not exceed £100. 

With regard to a taxpayer who derives net assessable income, 
the test as to whether he or she was entitled to the rebate in 
respect of his or her spouse of 15/- in his assessment based on 
income derived during income year ended June 30, 1937, was 
whether or not the net income of the spouse from all sources 
during year ended June 30, 1937, exceeded £100. 

In relation to net assessable income derived during year ended 
June 30, 1938, a spouse shall be deemed to be wholly maintained 
if the net amount of income derived by the spouse from all sources 
during year ended June 30, 1938, did not exceed £100. The 
dependant rebate in the case of net assessable income derived during 
year ended June 30, 1938, and during any subsequent year of 
income, is 26/- per dependant. 

Periodical Declarations by Employees 

The Finances Adjustment Act, No. 13 of 1938, provides that 
the rebate from wages tax payable upon income from wages 
derived between November 1, 1938, and June 30, 1939 (both 
days inclusive), shall be calculated according to the number of 
dependants of the employee on November 1, 1938. If, on Novem- 
ber 1, 1938, there was no change in the number of dependants as 
compared with those existing on June 1, 1938, the employee is 
not required to furnish a fresh declaration. If, however, changes 
in the number of dependants have occurred since June 1, 1938 
(e.g., a child was born, or has died, or has become sixteen years 
of age), it will be necessary for employees to furnish fresh decla- 
rations to their employers showing the number of dependants as 


at November 1, 1938. 
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The calculation of rebate based on the number of dependants 
as at November 1, 1938, will thereafter remain unchanged until 
June 30, 1939, even if, after November 1, 1938, there is an increase 
or a decrease in the number of dependants. 

The rebate from wages tax payable upon income from wages 
derived between July 1, 1939, and October 31, 1939 (both days 
inclusive), shall be calculated according to the number of depen- 
dants of the employee on July 1, 1939. 





Queensland Warehousemen’s Liens Act of 1938 
By J. S. McINNEs, F.1.c.A. 





Some months ago a deputation from the Queensland Master 
Carriers’ Association waited on the Attorney-General and stated 
the position in relation to unclaimed goods in their warehouses. 
Persons had sent goods to master carriers who had to pay the 
costs, including freight, and some of these goods had been on hand 
unclaimed for up to 19 years. Under the then existing law 
warehousemen had no authority to dispose of the goods in order 
to pay their charges and expenses. To overcome these difficulties, 
the Warehousemen’s Liens Act was passed in the last session of 
the State Parliament. It is a short Act of 12 sections. 

“Warehouseman” is defined as a person lawfully engaged in the 
business of storing goods as a bailee for hire, and the term 
“Goods” includes personal property of every description that may 
be deposited with a warehouseman as bailee. 

Section 3 of the Act declares that every warehouseman shall 
have a lien on goods deposited with him for storage, whether 
deposited by the owner or by his authority, or by any person 
entrusted with the possession of the goods by the owner or by 
his authority. 

The lien shall be for the amount of the warehouseman’s charges, 
i.e., all lawful charges for storage and preservation of the goods; 
all lawful claims for money advanced, interest, insurance, trans- 
portation, labour, weighing, coopering, and other expenses in 
relation to the goods; and all reasonable charges for any notice 
required by the Act, and for notice and advertisement of sale, and 
for sale where default is made in satisfying the warehouseman’s 
lien. (S. 4). 

Where the goods were deposited, not by the owner or by his 
authority but by a person entrusted by the owner with the 
possession of the goods, the warehouseman must, within 60 days 
after deposit, give notice of his lien to the owner, including any 
person who has served the warehouseman with notice of his 
claim to be the owner of the goods or of some interest therein, 
and to the grantee of the goods under any bill of sale registered 
at the date of the deposit. 

The notice may be given personally or by registered post, and 
must comply with the requirements of the Act and regulations. 
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Where the warehouseman fails to give the required notice, his 
lien, as against the person to whom he has failed to give notice, 
shall be void as from the expiration of 60 days from the date of 
deposit of the goods. (S. 5). 

Section 6 provides that in addition to all his other lawful 
remedies, a warehouseman may sell by public auction, in the 
manner set out in the section, any goods upon which he has a 
lien for charges which have become due. Written notice must be 
given by the warehouseman of his intention to sell to the person 
liable as debtor for the charges for which the lien exists; to the 
owner of the goods, including any person who has served upon 
the warehouseman notice of his claim to be owner of the goods or 
of some interest therein; and to the grantee of the goods under 
any bill of sale duly registered at the date of deposit of the 
goods. S. 6 (4) sets out in detail the contents of this notice, 
which may be given personally or by registered post. 

If the charges are not paid in response to the notice, the 
proposed sale must be advertised in the manner provided. 

The power to sell only comes into existence when some part of 
the charges has been in arrear for more than twelve months. 

An interesting provision is that where a notice of lien under 
S. 5, or a notice of intention to sell under S. 6, has been given, but 
the provisions of the Act have not been strictly complied with, if 
the Court is satisfied that such provisions have been substantially 
complied with, or that it would be inequitable that the lien or sale 
should be void by reason of such non-compliance, no objection to 
the sufficiency of the notice shall be allowed to prevail so as to 
release or discharge the goods from the lien or vitiate the sale 
(S. 7 (1)). Subsec. (3) of the same section provides that regu- 
lations may be made for substituted service of notice by adver- 
tisement in certain circumstances. 

From the proceeds of the sale the warehouseman shall satisfy 
his lien, and pay over any surplus to the person entitled thereto, 
with a statement showing how the amount has been computed. 
If the surplus is not demanded by the person entitled thereto 
within 10 days after the sale, or if there are different claimants 
or the rights thereto are uncertain, the warehouseman must pay 
the surplus to the Public Curator. The person entitled to the 
surplus shall be entitled to be paid such sum by the Public Curator 
(less charges) (S. 8). 

At any time before the goods are sold any person claiming an 
interest or right of possession in the goods may pay the ware- 
houseman the amount necessary to satisfy his lien, including the 
expenses incurred in serving notices and advertisement and pre- 
paring for the sale up to time of payment (S. 9). 

Section 10 gives the Act a retrospective application by applying 
it to goods deposited for storage before, as well as to goods 
deposited after, the commencement of the Act. 

The Act was assented to on October 10 and regulations were 
made on October 13. 
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Banking and the Control of Money 
By A. Ciuntes Ross, B.SC., F.I.C.A. 


A Lecture to the Commonwealth Accountants’ Students’ Society, 
(N.S.W. Division) 

I propose to deal with the subject in an elementary way, but I am 
assuming that you all have a reasonable knowledge of double-entry 
bookkeeping. In that connection I might say that the bookkeeping 
in banks as regards balance sheets and profit and loss accounts is 
not, in any matter of principle, different from that of an ordinary 
business trading concern. Some think that a bank is an entirely 
different organisation, and earns its profits differently ; but it is, in 
the main, merely a buying and selling institution, though its 
“commodity” is somewhat intangible. 

In general discussions about money, you often hear the question 
asked, “Who makes money; who creates it?” Or it may be: “Do 
Australians need more money?” To the latter the answer would 
be—from most people—a unanimous “Yes.” But, when you look 
straight at “money,” you see that it is nothing but a means of 
exchange. We all live by a process of exchange, and money is 
used simply to help such exchanges. It is not wealth; it is merely 
a claim to wealth. If we put the question as: “Do we need more 
of the means of exchange?” we see that the answer is neither so 
simple or so definite as it seemed as first thought. 

It is necessary to divide the means of exchange into two groups— 
currency and cheques. Currency consists of the coins and notes 
issued by the Government, which are legal tender. But a cheque 
is not legal tender. You all know the definition of a cheque, and 
what happens to it. The Bills of Exchange Act gives a long series 
of rules about such things as endorsements, and how the rights of 
the various holders are affected, and, when a bill is dishonoured, 
what rights the final holder has against any previous holder. But 
it is not necessary to learn these rules—many of them of very little 
practical importance—to understand what a cheque is and does. 

A cheque is by far the most common form of a bill of exchange. 
The drawer draws it and sends it to his creditor, who usually 
deposits it in his bank. That bank presents it to the bank on which 
it is drawn, either direct or through the clearing house, and finally 
that bank honours it, and its purpose is fulfilled. So you see a 
cheque differs from currency, in that it has a specific object, and 
that its life is short and final. 

Currency, as notes or coins, may pass from hand to hand many 
times in the course of one day, and, if you finally hand it in to a 
bank, you merely get another in exchange when you require it. 
But the new one is, to all intents and purposes, the same note. 

Silver and copper coins have a very long life, about twenty years 
for silver, and somewhat longer for copper. 

Currency obtains its value by law. That may seem obvious, but 
it is an important point. A lot of confusion is caused by the failure 
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to recognise that fact. For instance, as compared with the British 
“pound,” which obtains its value by British law, the Australian 
“pound” is worth something less. If we had given our monetary 
unit a different name, it would have been better. 

A cheque obtains its value solely by dependence on the com- 
mercial honesty of the drawer and the solvency of the bank on 
which it is drawn, and a payment by cheque is not a payment until 
the drawee bank has, in effect, signified to the payee that it is 
prepared to pay to him the amount stated. After that the cheque 
has no further value, except as history. If a cheque is drawn on 
an account where there is not enough money, the drawer may 
strike commercial trouble, for such a cheque has no value except as 
a piece of paper with a name written on it. 

Another question is, “Where is currency made, and who controls 
its amount ?” 

Most of you know the answer. Notes are made and printed by 
the Commonwealth Government Printer. At any one time, there 
are millions of pounds of paper money lying in the vaults of the 
bank, but they are not currency until issued. 

Who controls the issue? The Note Issue Department of the 
Commonwealth Bank. For years it was the Commonwealth 
Treasury, but now the Note Issue Department decides how much 
shall go out at any one time. 

For many years the note issue has remained nearly steady, but 
there are seasonal fluctuations, according to the demand. You 
should understand how that demand makes its presence felt. About 
Christmas time the people and the shops require more money in 
order to effect their exchanges. The stores build up their till 
money by drawing cheques on their banks. That means that the 
banks’ till money drops, and they, in turn, draw on the Common- 
wealth Bank. All the banks, including the Commonwealth Bank 
in its General Banking Department, have accounts in the Com- 
monwealth Bank, and when the Commonwealth Bank falls short of 
money it turns to the Note Issue Board and says, “We have 
Government securities here, and we want to sell them to you for 
the time being in exchange for certain notes.” The Board thus 
issues additional notes in response to the demand. 

You can see what actually takes place if you watch the report 
of the Note Issue Board, which comes out every Thursday. For 
example, at the end of November, 1933, the public and the banks 
held about £48,000,000 in notes, and three weeks later it increased 
by about a million. But there was another interesting change. At 
the later date the public held £4,000,000 additional notes. The 
banks had asked for an additional £1,000,000 in notes, but the 
public had drawn from the banks that million in addition to 
£3,000,000 previously held by the banks. In January you will see 
the note issue dropping once more when the reverse process takes 
place. The public has less necessity for notes, and they trickle back 
through the banks to the Commonwealth Bank, and finally to the 
Note Issue Board in exchange for the securities previously passed 
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over. There you have an example of the control of the note issue. 

The stamping and issue of silver and bronze coins are controlled 
by the Commonwealth Treasury, and the issue does not vary much. 
There is about £8,000,000 of silver, and over half a million pounds 
worth of bronze. Between 1933 and 1936 the total of silver and 
bronze coins held by the banks dropped, but that held by the public 
steadily rose. That was merely an additional indication of the 
return of prosperity. The more business done, the more ready cash 
the people need. 

Of course, if the Note Issue Department wanted to vary the 
number of notes in the hands of the public, independently of varia- 
tion in demand, it could easily do so. Remember that notes are 
legal tender. It could go on the open market and buy Australian 
Consolidated Stock, and pay for it in notes, and that extra quan- 
tity would get into the hands of the public. It could also reduce 
the number of notes by selling Government stocks which it holds, 
and demanding payment in notes—it could refuse payment by 
cheque—and merely put them away for the time being. 

The next question is, “Where is money made?” 

I have already answered the first part of the question, which is, 
“Where is currency made?” What we have to answer now is, 
“Where are cheques made?” That, of course, depends upon the 
actions of the banks and their customers. There is a widespread 
idea that banks do it on their own; but it is more correct to say that 
the customers really create bank money. 

There are two types of customers with whom the banks deal: 
depositors, from whom they accept currency and credits on loan; 
and borrowers, to whom they give advances, i.e., lend currency 
or credits. 

Depositors are themselves of two kinds, those who operate on 
current accounts and those who keep money on fixed deposit. As 
a matter of practice, if the owner of a fixed deposit wants his 
money, banks are usually willing to let him have it, charging a small 
fee for breaking the deposit. 

Borrowers, on the other hand, are people who ask for loans, 
and it is their actions that enable bank money to be created. Ifa 
borrower, P, goes to a bank, X, and asks for a loan, X generally 
wants some security and particulars of ability to repay. Suppose, 
however, the bank agrees, and “lends” P £1,000. In Australian 
banking practice, no entry is made in the books except a note to the 
effect that P can borrow up to £1,000; but in English banking, a 
double entry is made, crediting Mr. P’s current account, and debit- 
ing his loan account. He draws a cheque on his current account, 
which is debited accordingly. The difference is worth noting— 
Australian banking is based more on Scottish than on English 
methods. 

In what sense, and at what stage of the proceedings, can we say 
that the bank and the customer have actually created any additional 
money? It does not happen every time a cheque is drawn by a 
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borrower. For instance, P cashes a cheque, and gets, say, £20 of 
the bank’s currency. There is a debit to him, but the amount of 
money at the disposal of the community is not increased, because 
the £20 was originally in the bank. It was at rest, and is now on 
the move. So that particular transaction does not create any 
additional money. 

But suppose he passes his cheque to Q, and Q deposits it in the 
same or another bank. That means a credit entry in Q’s account 
and a debit to P’s account, and an amount of bank money is thus 
created. Q has the right to draw out of his bank the amount of 
the cheque, £20. The point is that it is more nearly correct to say 
that the extra amount is created by the customer in arranging for 
the overdraft than to say that the bank created it. 

How is the amount of bank money controlled? 

We have seen that it is created by a customer’s arranging with 
the banker for a loan, and then the banker agreeing to his drawing 
cheques which are deposited in other people’s accounts. A very 
important point is that no Australian bank can create currency. It 
knows that any agreement to lend carries with it the possibility of 
having to pay out currency, and the bank cannot get currency in 
any way different from you and me. Then, what are the practical 
ways by which a bank can get currency if its supply is running 
short ? 

It can acquire it from customers, by selling an asset, by the repay- 
ment of a loan, by a cheque on the Commonwealth Bank, or by 
getting it from shareholders through an increase of capital. 

The first control is the bank’s holding of currency: 

Every bank has to keep an eye on its currency or cash reserve, as 
it is called, and this applies not only to an individual bank at a par- 
ticular time, but to all the banks taken together. As a matter of 
fact, this creation and destruction of money is going on all the 
time. No one bank can be much more or less generous than the 
others; as cheque transactions take place, currency is passing to 
and fro between the banks. “Generosity” means loss of reserve; 
“stinginess” means excessive reserve. (Be careful to distinguish 
this “reserve” from the general reserve which finds a place on the 
liabilities side of a bank’s balance sheet, and is‘exactly the same in 
nature as such a reserve built up by an ordinary trading company.) 

As, however, the banks cannot create currency, it means that 
the Note Issue Board has a direct influence on the quantity of bank 
money which can be created. 

The second control is the opinion of traders and other borrowers: 

No bank can lend money unless there are people willing to 
borrow. You may say that anyone is willing to borrow; you only 
have to find someone willing to lend. The point is that the great 
majority of borrowing from banks is done by honest people for 
business risks. A man gets the use of currency for a time because 
he can use it in his business. By means of the loan he buys goods 
for cash, and, when he gets the proceeds, he repays the loan. 
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But when there are no borrowers, the banks cannot do anything. 
In the middle of 1928, a period before the depression had begun 
to affect Australia, the cheque-paying banks were lending about 
£222,000,000. At the same time, they held currency and credit 
balances at the Commonwealth Bank amounting to £52,000,000, 
so that bank money was over four times the amount of currency 
held. But in the middle of 1930 they held only £38,000,000 in cur- 
rency and balances at the Commonwealth Bank, while advances 
had risen to over £260,000,000. The banks had helped the com- 
munity to create the extra money by supporting everybody who 
came along with a reasonable proposition. 

After a while, there were no more people willing to borrow, and 
in 1933 currency had risen to £41,000,000 and advances had 
dropped to £232,000,000. You see the point: who creates bank 
money? It is not the banks by themselves. It is the banks and 
customers, and when those customers do not use the money, it will 
not be used. 

The third control is the bank’s responsibility to its creditors— 
the depositors : 

Every bank has to exercise a certain amount of control over the 
people to whom it lends, because it is the custodian of other people’s 
property. It must make as certain as possible that a man will repay, 
and that depends on three factors: (1) ordinary every-day honesty 
or character; (2) business ability or capacity; and (3) capital 
available for sale if he does not repay. 

No bank ever wants to “sell a man up.” If a bank lends and 
the man does not repay, it is a fault on the part of the bank—and 
the bank knows it. Banks make their profit by lending to the right 
man, getting the money back, and lending it again. The bank’s 
gross profits consist in the main of interest received from borrowers 
reduced by interest paid to fixed depositors. 

Who controls the uses to which money is put? 

Possibly you see the answer. There are limitations to what the 
banks can do and the influence they can exert over the quantity of 
money, but over its use neither the banks nor the Note Issue 
Department have any control. It is solely a matter for its owners. 
If you have a note in your pocket, you can use it as you please, 
except for illegal purposes. 

Can we estimate the way in which the money owned by Aus- 
tralians is used? There are no real figures relating to the number 
of times a pound note changes hands on the average during the 
year; but let us take the note issue in the hands of the public at 
£30,000,000—most of it in pound and ten-shilling notes, a fair 
amount in £5 notes, and very little in higher denominations. 

Suppose we guess that, on the average, a note changes hands 
once a week. That means 52 times a year, and notes are therefore 
financing exchanges to the tune of £1,560,000,000. If the rate 
were only once in ten days, exchanges would drop by £500,000,000 
—quite a substantial fall. 


vee. 


sew 


bse tucke,: 














wets 





4 



















1939 THE AUSTRALIAN ACCOUNTANT 443 


Then how is bank money used? It is mainly cheques. The 
records are incomplete, unfortunately; but every week you will 
see published the amount of clearings. I think you know what that 
means. Bank clearings are the total amounts of the cheques 
exchanged between the banks twice daily and once on Saturday. 
There is usually a balance one way or the other which is settled 
by a cheque on the Commonwealth Bank. That is in the capital 
cities and in some of the country towns as well. The latter clear- 
ings are not recorded, neither are the transactions carried out by 
cheques drawn on and deposited in any one bank; the result is 
that the published figures are by no means complete records of the 
total amount of money work done by cheques. But the recorded 
clearings during 1933 averaged nearly £30,000,000 a week in the 
six capital cities, when things were not very good. Last year they 
reached a total of £2,278,400,000. But to arrive at a total of the 
cheques used you have, for reasons just given, to increase that 
figure. It has been estimated that the amount of clearings not 
going through the clearing house is about 50% of the amount that 
does. 

So we can say that the total amount of money exchanges is 
between £4,000,000,000 and £5,000,000,000 per annum. I give 
those figures because they have a specific bearing on the answer to 
the suggestion that Australia needs more money. But the use of 
money is not in the hands of the banks to decide, nor the Com- 
monwealth Note Issue Board or any other authority. It is you and 
I who decide; the powers of any financing authority are strictly 
limited. I am not saying they are not important and cannot do a 
great deal, and, if they tried to play tricks, could make things very 
uncomfortable. The real driving energy of the financial machine 
is not the banks; it is the confidence and ideas of the public. 

We come back to the question, “Could things be made better 
for Australia by the creation of more money?” I have more or less 
answered the question. The creation of more money in itself would 
do practically nothing. Commonwealth notes are used freely be- 
cause everyone has confidence in the people in charge of the Note 
Issue Department. If the Government were to issue large quan- 
tities of additional notes, what would almost certainly happen? 
There would be an immediate demand for goods and the first 
effect might be to shift stocks which had remained on shelves for 
years. But if the increase were sudden, it would be impossible to 
produce goods by a stroke of the pen, and prices for goods already 
in existence would rise. The result would be almost chaos. Every 
pound would lose part of its value, and, so soon as people began to 
notice the fact, they would rush to exchange any notes they held 
for goods. That is what happened in other countries, with disastrous 
effects on people who placed their faith in the stability of the 
currency. There would be a tendency to start runs on banks, with 
people asking for cash. 

Deviating from our main line for a moment: how is it that banks 
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with (e.g.) £40,000,000 of currency can promise to pay their 
depositors up to £320,000,000? It seems to be a sort of confidence 
trick; but the same applies to any business. There is scarcely one 
firm to-day that could pay its debts to-morrow if asked to do so. 
Suppose there was a run on the banks to-morrow and the people 
to whom the £320,000,000 had been promised, asked for it, what 
would the banks have to do? They cannot create currency. They 
could start by paying out all the cash they had. Then they would 
begin selling their assets—first, the large quantity of very liquid 
assets they hold in the form of loans to the Government, about 
£46,000,000. Next, they would have to call in loans, with conse- 
quent distress to the borrowers. You can see what would happen. 
Prices of real estate and other privately owned assets would drop, 
because a lot of property would be thrown on the market. Thus 
a continued demand for currency from the banks would lead to 
heavy liquidation of assets and considerable trouble to those mem- 
bers of the community at large to whom the banks had loaned funds. 
What I have said also indicates how it is possible that at any one 
time the banks may have only £40,000,000 in their tills and owe 
£320,000,000. 

To return to the effect of a large increase in the issue of cur- 
rency : we see that it could easily be followed by a run on the banks; 
the results would be disastrous, mainly because the banks them- 
selves are in essence the channel of approach between the borrowers 
on the one side and the lenders on the other. 

The matter of the better use of money already in existence is 
a very different question ; but, if we used our money more rapidly, 
then things would undoubtedly be better. If we use the amount 
deposited on current account as a rough—very rough—measure 
of the amount of bank money in use and divide it into the total 
estimate of clearings, we find that, last year, it all “turned over” 
about twenty times in the year. We saw that a drop in the rate of 
use of currency from once a week to once in ten days meant a fall 
in “business” of £500,000,000. A similar reduction in the use of 
cheque money would mean a fall of nearly £700,000,000. The point 
is that you and I control that particular aspect of the problem, and 
the banks and the Commonwealth authorities have very little to do 
with it. 

The actual changes in bank finance following a number of typical 
transactions are illustrated by the following simple story of Mr. 
John Citizen and dealings with two banks—The Traders’ and The 
Merchants’—and shows how money is created and destroyed in 
the ordinary process of business: 


N.B. 

1. It is assumed that there are only two banks in the community— 
The Traders’ and The Merchants’. 

2. The only transactions whose effects are discussed are those 
connected with one or two individuals. 
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The figures showing the positions of the banks, corresponding 
closely in form to the published quarterly returns of Australian 


banks, are, at April 30, 1938: 
The Traders’ Bank 


























Owes: Owns: 

Deposits— Carsamey ..... .. Se 
Current .. .. £5,000 Govt. Loans .. .. .. 2,000 
Fixed . .. .. 15,000 Advances . .. .. .. 18,000 

£20,000 Premises... ...... 1,000 
oe 

: £24,500 £24,500 
a 

é The Merchants’ Bank 

Owes: Owns: 

} Deposits— Currency .. .. .. .. £2,600 
| Current .. .. £3,800 Govt. Loans .. .. .. 1,800 
Pemed .... .« 1B Advances .. .. .. . 13,000 
£15,000 Premises .. .. .. . 600 

CE nacus ae ee os Ce 

£18,000 £18,000 








Of these, Capital, Government Loans and Premises remain un- 
changed during the course of the transactions dealt with and are 
not repeated in the figures that follow. 
= On May 1, Mr. Citizen approaches his bank and it agrees to 
) lend him a maximum of £1,000. This agreement in itself produces 
| no effect on the community, but the bank has assumed a responsi- 
| bility for finding £1,000 and is, to that extent, restrained from lend- 
) ing to other people. Let us consider possible transactions : 


(1) Mr. Citizen draws a cheque for £50 and cashes it for use as 
wages. The result, so far as the bank is concerned, is: 


The Traders’ Bank 





Assets 
CUT sic nce e os cs os ae ss EO 
Advances— 
To Others .. .. .. .. £18,000 
wee. SE cs ee ke 50 





18,050 
Net result to the community: No increase in amount of money ; 
£50 previously at rest gets into motion financing business. 

= (2) Mr. Citizen draws a cheque for £100 and hands it to Mr. 
James Voter in payment for goods supplied. Mr. Voter has 
borrowed funds from The Merchants’ Bank; the amount of 
his debt is included in its advances. He hands it Mr. Citizen’s 
cheque and it obtains (actually or in effect) £100 currency 
from The Traders’ Bank, producing the following results: 


J 
3 
4 
4 
4 
; 
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The Traders’ Bank The Merchants’ Bank 
Assets Assets 
Cursemcy .. .. .. +. «-faaece Curpemey .. .. .. .. GR 
Advances .. .. .. .. 12,900 
Advances— 


To Others . .. £18,000 

To Mr. Citizen 150 

18,150 

Net result to the community: £100 of bank money which Mr. 
Voter had used is destroyed; £100 of fresh bank money has 
been created by Mr. Citizen and The Traders’ Bank. The 
total money in the community unchanged; one piece of busi- 
ness has been financed ; no additional money available for use. 





(3) Mr. Citizen pays Mr. Joseph Seller £250 by cheque for other 
goods. Mr. Seller is also a customer of The Merchants’ Bank, 
but owns a deposit there, which is included in the amount 
shown above. The Merchants’ Bank presents the cheque to 
The Traders’ Bank and obtains £250 in currency from it. 


Result : 
The Traders’ Bank The Merchants’ Bank 
Assets Liabilities 

Currency .. .. .. .. .. £3,100 Current deposits .. .. £4,050 
Advances— Assets 

To Others . .. £18,000 Conpteey .. .< «2 os Boe 

To Mr. Citizen 400 Advances .. .. .. .. 12,900 

18,400 





Net result to the community: An increase of £250 in the 
amount of money that can be used; another piece of business 
has been financed by Mr. Citizen’s action in approaching his 
bank. 


(4) By May 31, Mr. Citizen draws other cheques up to his limit 
of £1,000; some are cashed ; some are handed to creditors, who 
deposit them in one of the circumstances mentioned in (2) 
and (3). Some of these are customers of The Traders’ Bank. 
The final result will be something like: 


The Traders’ Bank 
Liabilities Assets 
Deposits— Coneety .. .s .. » Se 
Corsent .. .. .. .. 520 


Advances— 


To Others .. £17,950 
To J. Citizen . 


1,000 
—— 18,950 





193 


Trader: 
© Mercha 
@lotal c 
STotal « 
‘Total < 


| 
§ 
j 
4 
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The Merchants’ Bank 


Liabilities Assets 
Deposits— Currency .. .. .. .. £3,300 
Corset .. ...... .. 86299 Advumess.. .. .. .. Ee 
Net Results: 
% of % of 
Before advances After advances Change 
Straders’ Bank Currency .. .. £3,500 20 £2,650 14 Dec. .. .. £850 
M\Merchants’ Bank Currency .. 2,600 20 3,300 26 ae 
NTotal currency in Banks .. .. 6,100 20 5,950 19 are 
| Total deposits in Banks .. .. 8,800 9,350 me 3. 
'Total advances by Banks .. .. 31,000 31,700 Inc. .. .. 700 


ai ade eae 


? 


Di i iil il i 








Notice that The Traders’ Bank had lost £850 in currency 
while The Merchants’ had gained £700; on May 1, The 
Traders’ had made advances five times its currency; on May 
31, the figure is over seven times. The Merchants’ figures fell 
from five to less than four. It is clear that The Traders’ 
cannot go on lending much longer unless currency comes in 
from somewhere. In practice, both banks would be making 
advances at the same time and Merchants’ would be paying 
over some currency to Traders’. 


If, while Mr. Citizen was taking his loan from Traders’, Mr. 
William Aussie was taking £800 from Merchants’, the result 
of the two loans would be something like: 


The Traders’ Bank 
Liabilities Assets 


SEES is «cs es «Ree Citeney.. .. .. «s Se 


Advances— 


To Others .. £17,700 
To J. Citizen . 1,000 





18,700 
The Merchants’ Bank 
Liabilities Assets 
Deposits .. .. .. .. £4,500 Currency .. .. .. .. . £2,800 
Advances— 


To Others’ .. £12,700 
To W. Aussie . 800 
13,500 





A summary of changes like the last shows Traders’, Merchants’ 


and total as, respectively : 


Change in currency .. .. Dec. £450 Inc. £200 Dec. £250 
Percentage currency to ad- 


vances .. . : 16 21 18 


Total deposits have increased by £950 and total advances by 


£1,200. 
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The effect of both banks’ making advances is that Traders’ has 
not parted with as much currency as before, but the total decrease 
in currency held is greater. If the banks more or less “keep in 
step” in their lending, a certain total holding of currency can sup- 
port a greater issue of bank money, but this does not mean that 
they can go on indefinitely. Every loan that is not, like (2) above, 
really a transfer of bank money from one person to another, leads 
either to a loss of currency by the banks taken together or to an 
increase in deposits—and an increase in deposits means a greater 
demand for currency. For instance, in the above example, current 
deposits have increased by £950, and some of this is sure to be 
asked for in currency. 

(6) Mr. Citizen and Mr. Aussie duly produce the goods for which 
they needed the borrowed funds and sell them respectively 
for £1,100 and £890—cost plus payment for their own efforts. 
They collect the payment partly in currency, partly in cheques 
drawn on current deposits in the two banks, partly in cheques 
drawn on overdraft accounts (though, of course, when they 
receive any cheque, they cannot tell on which form of account 
it was drawn; only the paying banks and the drawer know 
that). The whole amounts are deposited, which leads to the 
following position: 

The Traders’ Bank 











Liabilities Assets 
Current deposits— Currency .. .. .. .. £3,450 
Oshers .. <« ss .. .« S690 
J. Citizen .. .. .. .. 100 Advances— 
To Others .. .. .. 17,850 
£5,000 
The Merchants’ Bank 
Liabilities Assets 
Current deposits— Currency .. .. .. .. £3,040 
Others .. .. .. .. .. £4,300 Advances .. .. .. . 12,950 
Pre ee 90 
£4,390 





Comparing once more, we see: 
Change in currency . .. .. Dec. £50 Inc. £440 Inc. £390 
Percentage currency to ad- 
a ee 19 22 21 
oy have increased by £590 and advances have fallen by 


Net Results: The whole of the transactions have been financed; 
advances by banks are, at the moment, £200 less than they were 
at the beginning; debts due by the banks have been increased by 
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£590 and, as would be expected, there is £390 more currency held 
by the banks. 

Note: No reference has been made to interest charged to Messrs. 
Citizen and Aussie for the use of the funds for a month. A rate 
of 6% per annum is 4% per month; the charges would be £5 and 
£4; these would be reductions of their current balances and addi- 
tions to the banks’ earnings, which have for our purposes been 
included under Capital. The amounts are gross profits, not net. 
Out of them must be met a proportion of salaries of clerks and 
other expenses of running banks and also part of the interest to 
fixed depositors. It is possession of fixed deposits which has, in 
the main, rendered possible the loans to our business men. 

Replying to a question on the point: “Could things be made 
better by the creation of more money?” Mr. Clunies Ross said 
it was arguable that a certain amount of increase in the note issue 
would raise prices and at the same time provide extra profits, 
which would lead to increased spending; but the story should be 
followed right through. The vital difficulty was where and how 
to stop. There were numerous precedents to guide them, and the 
great German inflation of 1922-23 was a case in point—an 
extreme case, he admitted, but one which provided a useful lesson. 

Germany, a very poor country, owed millions of pounds as 
the result of the war, and was required to pay huge sums by way 
of indemnities. They tried for a time to pay with goods; they 
could not do it in cash; what happened? They issued paper 
money for internal use. 

There was a strong argument at the time for a certain increase 
of currency; but difficulties arose and prices soared and everyone 
knew the result. That was the reason why the Note Issue Board 
was composed of specially selected men, who were paid high 
salaries, to guard against the risk of the introduction into Aus- 
tralia of unsound financial experiments. The difficulty was to 
decide at what stage it would be advisable to issue another million 
or so of notes over and above any demand. The policy had been 
to arrange the note issue so that the general level of prices should 
rise slowly—a sudden rise would probably prove disastrous. 

Question: You say banks do not make money. Would you sug- 
gest that the advances made by banks are set off by deposits? 

Answer: Very largely. 

Question: They make advances on security, and that is creating 
money? 

Answer: I agree that banks do create money; but they do not 
create it in a vacuum, as it were—on their own. To ask the ques- 
tion, “Do banks create money?” and expect an answer, “Yes” or 
“No,” is just as fair as asking the old one, “Have you left off 
beating your wife?” I reply that in a certain way they do create 
money ; but if you maintain they can do it to an unlimited extent, 
I say “No, they cannot make it on their own.” 

Question: But you create money when you have property to put 
up, and services or something of that kind? 


D 
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Answer: Yes. 

Question: If you want money, you have to offer something for it? 

Answer: The banks to that extent are restricted, the same as 
you and I. We have to work for it. We render a service and expect 
to be paid. The banks do the same. 

Question: In the depression years they withdrew a lot of their 
overdrafts; or they cut them down? 

Answer: Hardly that; they were cut down because people did 
not borrow. 

Question: But they asked for reductions in specific instances ? 

Answer : That was relatively rare. In 1930, advances were actually 
considerably in excess of those of two years previously; but in 
1933 they had fallen. Although you may know of specific instances, 
a bank does not generally ask a man to pay just because it knows 
he is in difficulties. During the depression period two banks closed 
their doors and one was absorbed. One small bank had no doubt 
been trying to get in its money and refusing to renew loans because 
its depositors had lost confidence and were asking for currency. 
Much the same happened to the Government Savings Bank of 
New South Wales. Its currency reserve fell by millions, and finally 
there was none left. That happened because of a loss of confidence. 
Later on the Commonwealth Bank took over that bank and 
depositors were allowed to draw 10% ; and still later all restrictions 
were removed. What happened? You would think that the people 
who had been crying out for their money, would have rushed it. 
But they did not. 





Legal Decisions of Interest to Accountants 
By J. S. McINNEs, F.I.c.A. 








EXECUTIONS AND SUBSEQUENT BANKRUPTCY—“ BENEFIT OF THE 
EXECUTION” 


Division 4 of Part VI of the Commonwealth Bankruptcy Act 
contains a number of sections dealing with the “Effect of Bank- 
ruptcy on Antecedent Transactions,” and S. 92 provides as 
follows : 

S. 92.—Restriction of rights of creditors under execution or 
attachment. (1) Where a creditor has issued execution against 
the goods or lands of a debtor, or has attached any debt due to 
him, he shall not be entitled to retain the benefit of the execution 
or attachment against the trustee in bankruptcy unless he has 
completed the execution or attachment before sequestration and 
before notice of the presentation of any petition by or against the 
debtor or before notice of the commission of any available act 
of bankruptcy by the debtor. 

(2) For the purposes of this Act— 

(a) an execution against goods is completed by seizure 
and sale; 
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(b) an execution against land is completed by sale; or, 
in the case of an equitable interest, by the appointment 
of a receiver; and 
(c) an attachment of a debt is completed by receipt of 
the debt. 

(3) An execution levied by seizure and sale on the goods of a 
debtor is not invalid by reason only of its being an act of bank- 
ruptcy, and a person who purchases property in good faith under 
a sale by the sheriff shall in all cases acquire a good title to it 
against the trustee in bankruptcy. 

This section is taken from S. 40 of the English Bankruptcy 
Act 1914, and although the wording of the Commonwealth section 
does not follow the English section verbatim, on the point under 
discussion the provisions of both Acts are identical. 

It is a common practice where execution has been issued 
against the goods, debts or lands of a debtor, and the sheriff 
has actually taken possession of such goods, etc., for the debtor 
and judgment creditor to make an arrangement for the latter to 
accept payment of the debt by a sum on account and the balance 
in instalments. Under this arrangement the sheriff withdraws 
and the debtor is thus allowed to carry on his business, but the 
right is reserved for the sheriff to re-enter if default is made 
in payment of the instalments. It is obvious that, in such a case, 
the execution is not completed, for, as provided is Subsec. (2) of 
S. 92, in the case of goods seized, seizure and sale of the goods 
are necessary for that. What is the true construction of the 
words “the benefit of the execution or attachment” in S. 92? 

The decision of the English Court of Appeal in Jn re Andrew; 
Ex parte Official Receiver (1937) Ch. 122; (1936) 4 All E.R. 
450, is one of great importance in bankruptcy administration, for 
it alters a practice in relation to S. 92 which had existed for 45 
years and which had been approved by many decisions, though 
some of the decisions were conflicting. 

The respondent creditor (Standard Range & Foundry Co. 
Ltd.), obtained judgment against the debtor on January 17, 1935, 
for £83/0/4 and £7/10/- costs. On the same day it caused a writ 
of execution to be issued and delivered to the sheriff, and on 
January 21 execution was levied by the sheriff’s officer entering 
into possession of the debtor’s goods and chattels. On January 
23 an arrangement was arrived at between the respondent and 
the debtor and the sheriff’s officer. Under that arrangement the 
sheriff’s officer was to withdraw from possession, on the terms 
that the debtor should pay £25 before the withdrawal, on account 
of the judgment and costs, and should thereafter discharge the 
debt by monthly instalments of £10, but the Sheriff was to have 
the right to re-enter and re-take possession under the writ of 
execution, if there was default in performance by the debtor. 
The Sheriff’s officer withdrew on the debtor paying £25 and 
£9/19/6 costs and fees. On February 5 the Sheriff remitted to 
the respondent £27/7/6, being the £25 and £2/7/6 for the costs of 
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the execution. The debtor paid to the respondent three further 
payments on account of the judgment, £10 on February 20, 
£8/11/6 on March 25, and £10 on May 13. On May 28 the 
debtor committed an act of bankruptcy. On June 6, the debtor 
being in default of payment of instalments, the Sheriff re-entered 
in accordance with the arrangement, and seized and sold sufficient 
of the debtor’s goods to realise the balance of the judgment and 
costs. He intended to hold the proceeds for 14 days as required 
by S. 41 (Commonwealth S. 93) of the Bankruptcy Act, but 
during the period of 14 days a receiving order was made on the 
debtor’s own petition, and the Sheriff accordingly handed the 
proceeds of the sale to the Official Receiver. No question arose 
as to the proceeds of this sale. 

But the Official Receiver, as trustee in the bankruptcy, also 
claimed £53/11/6, the total of the sums paid to the respondent 
on account of the judgment debt up to May 13 in the circum- 
stances set out above. 

Farwell J., holding himself bound by Jn re Godwin, (1935) 
Ch. 213, and In re Samuels, (1935) Ch. 341, held that the 
£53/11/6 was not the benefit of the execution, and therefore the 
execution creditor was entitled to retain the amount. 


Decision of Court of Appeal 


On appealing to the Court of Appeal, the Official Receiver 
contended that, as the execution had not been “completed,” the 
moneys paid by the debtor constituted part of “the benefit of the 
execution,” which the judgment creditor was not entitled to retain 
under the section. 

The question had been the subject of conflicting decisions by 
Divisional and other Courts, but this was the first time it had 
come before the Court of Appeal. 

In In re Godwin; Ex parte The Trustee v. Morris, (1935) 
Ch. 213, execution had been levied and goods had been seized by 
the Sheriff. The whole of the debt and the costs of execution had 
then been paid direct by the debtor to the judgment creditor, and 
the Sheriff withdrew on the instructions of the judgment creditor. 
The withdrawal was unconditional, no power of re-entry being 
reserved. The trustee in the bankruptcy of the debtor claimed 
the moneys paid on the ground that these moneys were the benefit 
of the execution, and that the execution had not been completed 
by seizure and sale before the date of the supervening bankruptcy. 
(Godwin was a builder, and 130 executions had been levied against 
his property in eleven months!) In the Divisional Court, Luxmore 
and Farwell JJ. held that the judgment creditor was entitled to 
retain the money. They decided that English S. 40 (Common- 
wealth S. 92) related only to executions which were in fact in 
existence at one or other of the appropriate dates mentioned in S. 
40, and had no reference to an execution which had been uncon- 
ditionally withdrawn before any of those dates. The Court 
reserved for further consideration a case where execution had 
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been withdrawn conditionally and was therefore still in force at 
the relevant date and a bankruptcy subsequently occurred. 

Within a month after this decision this very state of affairs 
was dealt with specifically in Jn re Samuels; ex parte The Trustee 
v. Tee, (1935) Ch. 341. In that case the Sheriff, in pursuance 
of an arrangement, had withdrawn, but had reserved a right of 
re-entry on default of payments under the arrangement. The 
debtor paid various sums in part payment of the debt and costs, 
but subsequently filed his own petition. At that date the debt had 
not been paid in full, and the Sheriff still retained his power of 
re-entry. The trustee in bankruptcy claimed the sums which the 
debtor had paid before the date of the receiving order, but Mr. 
Justice Farwell held that sums paid by the debtor before the date 
of the receiving order were not the benefit of execution and that 
the judgment creditor was entitled to retain them as against the 
trustee. 

In In re Andrew these two important cases—and other cases 
in which a different view had been taken—were considered by 
the Court of Appeal. The Court of Appeal dismissed the appeal 
of the Official Receiver and held that the sums paid by the debtor 
before the date of the receiving order were not “the benefit of the 
execution” within the meaning of S. 40 (1) (Commonwealth S. 
92 (1)), and that the judgment creditor was entitled to retain 
them as against the trustee in the bankruptcy. Jn re Godwin and 
In re Samuels were approved and applied. 

The Court of Appeal quoted with approval the following para- 
graph from the judgment in Jn re Godwin: “The phrase ‘the 
benefit of the execution’, on the true construction of the section, 
refers solely to the protection obtained by an execution creditor 
by reason of the issue of the writ of fi. fa. and its delivery to the 
Sheriff, and does not describe, and was never intended to describe, 
any of the payments to an execution creditor whether by the 
Sheriff or by the judgment debtor. The section consequently 
relates only to executions which are in fact in existence at one or 
other of the appropriate dates mentioned in the section, and 
has no reference to an execution which has been unconditionally 
withdrawn long before any of those dates.” 

After referring to an observation made in 1886 by Cave J. that 
when the debtor has paid out the execution the creditor does not 
want the execution at all, the Court of Appeal continued: “That, 
no doubt, was said in regard to a complete discharge of the debt, 
but we think it equally applies to a partial discharge under an 
execution. There is in such cases no question of the benefit of 
the execution as something subsisting. To the extent that the 
creditor has been paid his debt under and in virtue of an execution, 
the debt is pro tanto discharged, and to that extent there is, in 
our opinion, nothing on which S. 40 can operate. The operation 
of the section in such cases is limited to cases where there is at 
the date of the receiving order or when the creditor has notice of 
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a bankruptcy petition or of an act of bankruptcy, still on foot a 
subsisting execution, and is limited to the balance for which the 
execution is still operative. In respect of that balance it is true 
that there is a benefit of the still incomplete execution which may 
be affected by the operation of S. 40, Subsec. 1. In this con- 
nection the result is the same whether the payment has been made 
to avoid seizure or to avoid sale, or whether the partial discharge 
of the debt has been affected by a sale of goods under an execution 
which is kept on foot in order, if possible, to realise enough to 
pay the balance of the debt. We think, however, that S. 40 cannot 
apply if there is no subsisting execution, and that it is immaterial 
if there is no execution on foot, whether the execution has been 
terminated by a return that the whole debt has been realised, or 
whether the execution has been withdrawn by the Sheriff at the 
request of the creditors, or whether there has been a return of 
nulla bona or he has withdrawn for any other reason. Sec. 40 
can only apply if or to the extent that there is a subsisting execu- 
tion which is still operating to charge the debtor’s goods, and it 
cannot operate in so far as goods have already been sold and the 
proceeds applied to the partial discharge of the debt, or where 
payments on account have been made by the debtor in partial 
discharge of the debt in order to avoid seizure or sale, or to induce 
a temporary withdrawal by the Sheriff. In our opinion, to the 
extent that the debt has been actually discharged, it is impossible 
to apply to money so paid the appellation of ‘the benefit of the 
execution.’ The money so paid has, in our opinion, become the 
money of the creditor with the result of wiping out pro tanto the 
debt. The benefit of the execution can then only refer, in our 
opinion, to the charge still remaining under the still subsisting 
execution for the balance of the debt.” 

(Although the official law report does not say so, the Official 
Receiver applied for leave to appeal to the House of Lords. 
Appeals to the House of Lords have been much restricted in 
recent years; and, in this case, in refusing leave the Master of 
the Rolls made the important announcement that the whole idea 
was that the Court of Appeal should be the final judge in bank- 
ruptcy matters.) 


Position Under Section 95 

Although the above decision is a very important one to judg- 
ment creditors in England, its importance in Australia is very 
much diminished by the provisions of S. 95 of the Commonwealth 
Bankruptcy Act relating to preferences. 

Sec. 44 of the English Bankruptcy Act of 1914 avoids payments 
or conveyances, etc., of property and judicial proceedings made 
or suffered by any person unable to pay his debts as they become 
due from his own money in favour of any creditor, with a view 
of giving such creditor (or guarantor) a preference over the other 
creditors, if the person mzking or suffering the same is adjudged 
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bankrupt on a bankruptcy petition presented within three months 
thereafter. The basic principle of the English Act is that the 
payment, etc., must be made with a view to giving the creditor a 
preference, the question thus depending upon the state of mind 
of the debtor. Decisions on the Act have established that to 
constitute a voidable preference the bankrupt’s act must be volun- 
tary, in the sense of deliberate or spontaneous, since the very 
word “preference” connotes an act of free will; that preference 
need not be the sole view, but it must be the substantial or 
dominant view. 

Levying execution on the property of a judgment debtor is a 
proceeding in invitum against the debtor, i.e., it is not a voluntary 
act on the part of the debtor, and it is not suffered by him with 
a view to preferring the judgment creditor; hence, it is extremely 
difficult to prove that levying an execution is a preference in 
England—except in cases of collusion. The onus is on the trustee 
to establish in any particular transaction what the debtor really 
intended, and that the real intention was to prefer. 

S. 95 (1) of the Commonwealth Bankruptcy Act avoids every 
conveyance or transfer of property, every payment made, etc., and 
every judicial proceeding taken or suffered by any person unable 
to pay his debts as they become due from his own money, in 
favour of any creditor or of any person in trust for any creditor, 
having the effect of giving that creditor (or guarantor) a prefer- 
ence, a priority or an advantage over the other creditors, if the 
debtor becomes bankrupt on a bankruptcy petition presented 
within six months thereafter. 

The position under this provision is entirely different to that 
under the English Act. Under the Australian provision to 
establish a preference it is necessary for the trustee to prove (1) 
that at the date of the transaction the debtor was unable to pay 
his debts as they became due from his own money, (2) that the 
transaction impeached was in favour of a creditor, (3) that it had 
the effect of giving that creditor a preference, a priority or an 
advantage over the other creditors, and (4) that the debtor was 
adjudicated bankrupt on a petition presented within six months 
thereafter. 

Sub-section 2 (b) of S. 95 provides that nothing in Sub-sec. 
(1) shall affect the rights of a purchaser, payee, or encumbrancer 
in good faith and for valuable consideration and in the ordinary 
course of business, the burden of proving the latter requirements 
being on the person who relies upon them. 

The intent or state of mind of the debtor has nothing to do 
with the matter. In the leading case of Richards & Co. Ltd. v. 
Lloyd, (1933) 49 C.L.R. 49, it was held by the High Court that 
an intention on the part of the debtor to prefer is not necessary 
in order that a transaction should have the effect of giving a 
creditor a preference over the other creditors of the debtor within 
the meaning of S. 95 (1). In that case Starke J. said: “(The 
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Commonwealth Bankruptcy) Act says nothing about the view or 
intention of the debtor” (to prefer) “nor about any choice or 
selection by him” (of any particular creditor). “It simply 
declares that a conveyance, transfer or assignment, made within 
a certain time before bankruptcy, having the effect of giving the 
creditor a preference, shall be void. It looks to the effect of the 
transaction and not to the intent, or state of mind, of the debtor.” 
And Evatt J. said: “In my opinion, words could hardly be devised 
which would more plainly show a legislative intent to hit at the 
results and effects of a debtor’s action, whatever his motive or 
intention may have been. The test adopted is completely objective 
and in no way subjective.” 

Amounts received by a creditor under an execution within 
six months of the presentation of the bankruptcy petition are 
therefore liable to come within the provisions of S. 95 as a 
preference, and in several cases under the Commonwealth Bank- 
ruptcy Act amounts received under executions by judgment 
creditors have been held to be preferences, and therefore voidable 
under S. 95. In Re Bowman (1931) 4 A.B.C. 155, judgment 
creditors of the debtor issued execution upon his goods. The 
sheriff seized the goods and was in possession when the debtor, 
having disposed of some shares in a company, paid £40 from 
the proceeds to the execution creditors under an arrangement 
whereby the latter withdrew their writ and released the goods. 
This payment was made at a time when the debtor was unable to 
pay his debts as they became due from his own money and within 
six months of the presentation of the petition upon which the 
debtor was made bankrupt. It was held by Mr. Justice Lukin 
that, as the payment had the effect of giving the judgment creditors 
a preference over other creditors, the payment was void as a 
preference within the provisions of S. 95, and that the facts did 
not bring the case within S. 92, and further that, even if the facts 
were within that section, the operation of S. 95 upon it would not 
be affected, and the payment would still be void under that 
section. 

In Re Ward, (1936) 9 A.B.C. 103, Fox obtained judgment 
against Ward. Execution in the form of an attachment of debt 
by way of garnishee order was issued pursuant to that judgment, 
and thereunder Fox was paid a debt of £646 (his balance at the 
bank) due to Ward. An order of sequestration was made against 
Ward on a bankruptcy petition presented within six months. It 
was held by Mr. Justice Lukin that the judgment and garnishee 
order were judicial proceedings suffered by the debtor within 
the meaning of S. 95, and he ordered the judgment creditor to 
refund the £646 to the trustee. His Honour also held that the 
completion of an execution under and within S. 92 does not 
neutralize the provisions of S. 95 but, where operative, the pro- 
visions of S. 95 do neutralize the rights retained by the creditor 
under S. 92. 
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HiIRE-PURCHASE AGREEMENT — DEFAULT IN PAYMENTS — 
EFFECT OF VICTORIAN HIRE-PURCHASE AGREEMENTS AcT 1936. 


Section 5 of the Victorian Hire-Purchase Agreements Act 
1936 provides that if the owner takes possession of any goods or 
chattels comprised in a hire-purchase agreement, the hirer may, 
within 21 days after such taking possession, give to the owner a 
certain notice, and if certain other proceedings are taken by the 
hirer he shall be entitled to repossession of the goods. 

On August 20, 1937, Mrs. S. A. Lewis, the owner of a quantity 
of radio goods, entered into a hire-purchase agreement with Van 
Ruyten Radio Supplies Pty. Ltd. whereby the company agreed to 
hire the goods from her for ten months at a rental of £5 a month. 
The agreement provided that the hirer might at any time deter- 
mine the hiring by returning the goods, and that if the terms of 
the agreement were duly complied with, and all moneys payable 
thereunder were duly paid, the hirer might within a period of 
seven days after the expiration of the term of hiring elect to 
purchase the goods by notifying the owner in writing of such 
election and paying the sum of one shilling, but until such election 
the hirer should be deemed not to have acquired any right of 
| property or interest in or to the goods, and should be a bailee 
® thereof only (clause 14); and that if the hirer failed to pay the 
rent or did or suffered a number of other things, including going 
into liquidation, it should be ipso facto deprived of the benefits 
of clause 14, and the owner might without notice determine the 
hiring, and all the hirer’s rights under the agreement should 
| thereupon determine and the owner might retake possession of 
the goods (clause 6). 

Under this agreement the company obtained delivery of the 
goods and retained possession of them until it went into voluntary 
liquidation on June 3, 1938. No instalments had been paid under 
the agreement, nor had the owner retaken the goods. On June 6 
the owner’s solicitors notified the liquidator that the hiring was 
| determined, and requested him to return the goods. On June 24 
the liquidator tendered the owner’s solicitors £54/6/3, being. £50 
for rent, £4/5/3 for interest at the rate agreed, and 1/- the amount 
payable on the exercise of the option of purchase. This was not 
accepted. On June 27 the liquidator tendered the owner direct 
£54/5/3. This the owner refused. The liquidator thereupon 
gave notice of election to purchase and tendered one shilling, 
which also was refused. As the owner’s solicitors warned the 
liquidator not to deal with the goods, he took out a summons to 
determine whether the company had acquired or was entitled to 
acquire a title to the goods comprised in the hire-purchase agree- 
; ment. 

/ The facts showed that literally the case did not come within 
= the Act referred to, as the owner had not retaken possession of 
the goods. 

Counsel for the owner argued that, in order that the Act should 
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apply, there must be a hire-purchase agreement in existence, and 
the owner must have taken possession of the goods. Clause 6 
provided that if the hirer should during the hiring go into 
liquidation, it should be ipso facto deprived of the benefits of 
clause 14, and certain other consequences then followed. Counsel 
for the owner further argued that, as the hirer had gone into 
liquidation, it was ipso facto deprived of the option to purchase 
contained in clause 14, that the option to purchase had ceased 
to exist, and that the agreement was not then an agreement contem- 
plated by Section 5 of the Act, but merely a hiring agreement. 

Lowe J. did not agree with the argument for the owner that 
the option to purchase had ceased to exist. The words of clause 
6 did not ipso facto determine the hire-purchase agreement when 
the company went into liquidation. Such words only gave the 
owner an option to declare it void, and the contract was therefore 
voidable only, and not void. 

The fact that the owner had not taken possession of the goods 
did not prevent relief being given to the hirer, because it was 
impossible to read the Act without coming to the conclusion that 
Parliament intended that the provision in a hire-purchase agree- 
ment giving the owner the right to repossess goods was only 
included in the agreement as a security for the payment of the 
sums due by the hirer. The position was thus assimilated to that 
existing between landlord and tenant, and the law which has been 
applied as between landlord and tenant applied by way of analogy. 

It has long been the view of equity that a clause in a lease 
providing for forfeiture in the event of non-payment of rent is 
a security for payment of rent only, and it has long been the 
practice of equity to relieve against forfeiture for non-payment 
of rent. One way in which equity did that was to stay 
proceedings upon tender of the amount of rent that was due. 

In the opinion of His Honour, that was the principle he had to 
apply in this case. There having been a tender of the proper 
amount before the owner had resumed possession of the goods, she 
could not be allowed to resume possession. This conclusion 
avoided what would otherwise be an anomaly in the Act, since 
whereas the hirer might recover possession of the goods in the 
event of the owner repossessing them, yet he would not be entitled 
to retain possession if, a cause of re-possession having occurred, 
the owner did not enter into possession. That would leave a 
casus omissus in the Act. The view His Honour took avoided 
such a result, and enabled relief to be given to the hirer, in either 
event. 

His Honour made a declaration that the company was entitled 
to the goods comprised in the agreement on payment of the amount 
tendered. In re Van Ruyten Radio Supplics Pty. Ltd. (1938) 
Argus L.R. 424. 
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Butter Consignment Accounts 
By E. W. Irwin, A.1L.C.A., A.A.1S. 


The method adopted by a majority of butter factories for record- 
ing the transactions of butter forwarded to agents consists of a 
book which is usually entered up progressively from Advance 
Notes and Account Sales. The totals are entered to the General 
Ledger once each year when the balance sheet is drawn up for 
publication. This practice actuated the writer to endeavour to 
place these records in his sphere on a more modern accountancy 
basis, and the method which has stood the test is described for the 
benefit of those who may be interested. 

First let me recapitulate and describe the general existing method. 
The “Butter Sales Book—Export Section” is drawn up as in 
Form No. 1—the figures are inserted as an example. 

To balance this book, two operations are necessary : 

l. a—b=c, and 

2. aa+f—g=d—e. 

When the book has been balanced and it is desired to make the 
corresponding entries to the General Ledger, the journal entries 
are: 

1. Dr. Consignees’ Account 

Cr. Export Butter Sales Account 
with the total of column “d” plus “ab,” i.e., the Final Gross 
Proceeds as per the Account Sales plus the original 
Premium as per the Advance Note Particulars. 
2. Dr. Butter Sales Account—Overseas Charges (with the 
total of column “e’”’) 
Dr. Butter Sales Account—Melbourne Charges (with the 
total of column “b”) 
Cr. Consignees’ Account. 
These are charges incurred in having the butter sold over- 
seas. 


It will be noted that the Advance Note Particulars-Total column 
contains the total in two separate figures, viz. : 


Gross Proceeds and 
Premium, 


and similarly the Account Sales-Gross Proceeds column. 

The Premium represents the amount received on the conver- 
sion of the Gross Proceeds from £A to £ sterling, and in the addition 
of column “a,” these two amounts are added separately, viz.: “aa” 
and “ab.” This method of recording the transactions of butter 
forwarded to consignees is the essence of simplicity, requiring only 
five major entries in the General Ledger during any one financial 
period. It does not, however, provide for: 


1. Accounting for the disposal of the total butter manufac- 
tured. 
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2. Short-term progressive statistical information. 
3. Reconciliation of the Consignees’ Monthly Statements with 
the least effort. 


The method adopted in one factory has proved the system used 
to be practical, simpie, and supplying statistical information in a 
concise and systematic manner. We shall now proceed to an 
explanation of the method adopted in place of the older method. 


Books of Original Entry 


The butter manufactured, together with the ultimate disposal 
of it, is entered from the Daily Manufacturing Statements which 
are compiled by the operator in charge of the butter manufacturing, 
into a book ruled as in Form No. 2. 

At the end of the month, the totals of the “Manufacture” columns 
are added, and carried forward to the respective “Stocks” columns 
—these latter previously containing the stocks of butter on hand, 
the classification into grades, and how each grade is packed. The 
“Consignments” columns are similarly added, but are entered in 
the “Stocks” columns in red ink—signifying a withdrawal from 
stocks. Most of the butter sent to retail stores and to cream 
suppliers consists of one pound print butter, but where quantities 
of bulk butter (i.e., butter packed otherwise than in prints) are sent, 
it is necessary, when entering these totals in red to the “Stocks” 
columns, to enter the issue from the column concerned. An example 
may be: 100 boxes of 56 lbs. each, 200 Ibs. of bulk butter and 
3,000 Ibs. of 1 Ib. prints are issued to retail stores, the entry in 
the “Stocks” columns will be (figures in red are underlined) : 















































Stocks 
Choicest First Second Prints Steves 
Lbs. 
Lbs. | Bxs. | Lbs. | Bxs. | Lbs. | Bxs. | Lbs. In Out Lbs. 
8800] 100] 200 | 3000 8800 











The total of the “Suppliers” column is entered similarly to the 
“Stocks” columns. 

When the “Stocks” columns are added at the completion of the 
month, the total, after the deduction of the figures in red, will 
represent the stocks of butter on hand and how such stock is packed. 
Bulk butter which is used to make prints is shown: 


1. “In” prints in the “Stocks” columns receive the number 
of 1 lb. prints which have been cut, and 
2. In red, the column and package representing the butter 
which has been used to make these prints. 
On completion, this book, for any month, gives: 


(a) Quantity of butter to be accounted by the Consignees. 
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‘4 (b) Quantity to be charged to Sundry Debtors per the 
“Stores” column. 

(c) Quantity which is deducted from the proceeds of Sup- 
pliers’ Cream by way of contra. 


Consignees’ Account Records 


Turning now to the transactions with our Consignees, the basic 
principle of the method is a Sub-Ledger to the General Ledger, 
and joined to it by means of an Adjustment Account. There are 
seven accounts in this Sub-Ledger, viz. : 


Consignees’ Account. 

Cash. 

Melbourne Account Sales. 

Export Advance Note and Account Sales. 

Butter Sales—Melbourne and Export, and Melbourne and 
Overseas Charges. 

Advances on butter held in Cold Storage. 

Advances on butter which is held at Melbourne on account 
of restrictions in export. 


Examples of the accounts numbered 1, 3, 4 and 5 are shown, with 
figures inserted to act as a guide to the several entries. 

These accounts are all ruled off each month, and a trial balance 
extracted to prove the correctness of the records as far as a trial 
balance will disclose such correctness. 

The account for Export Sales (here shown as Form No. 5) will 
lag behind in final settlement, caused by the time which must 
necessarily elapse before the Account Sales are received—a period 
which will usually run to over two months. This delay will cause 
no variation in the method explained except at the close of a finan- 
cial period when Export Butter is in transit. This phase will be 
explained later. 


wf MPN 


Entries and Their Respective Debit or Credit Entries 


The entries in the Melbourne Account Sales account will have 
their corresponding entries thus: 
(a) Dr. Melbourne Account Sales—Gross Proceeds column. 
Cr. Butter Sales—Melbourne Sales column. 
(b) Dr. Butter Sales—Melbourne Charges column. 
Cr. Melbourne Account Sales—Melbourne Charges 
column. 
(c) Dr. Consignees’ Account—Melbourne Sale Proceeds 
column. 
Cr. Melbourne Account Sales—Consignees’ column. 
These entries will be made monthly, but are compiled progressively 
as the information becomes available. 
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The entries in the Export Advance Note and Account Sales 
account will have their corresponding entries as follows: 

(d) Dr. Export Advance Note and Account Sales account— 

Gross column. 
Dr. Export Advance Note and Account Sales account— 
Premium column. 
Dr. Export Advance Note and Account Sales account— 
Additional Gross column. 
Dr. Export Advance Note and Account Sales account— 
Additional Premium column. 
Cr. Butter Sales—Export Sales column. 
(e) Dr. Butter Sales account--Melbourne Charges column. 
me od Po », Overseas column. 
Cr. Export Advance Note and Account Sales account— 
Melbourne Charges column. 
Cr. Export Advance Note and Account Sales account— 
Overseas Charges column. 
(These two latter entries are made on the debit side of 
the account, but are entered in red.) 
(f) Dr. Consignees’ account—Advance Note column. 
Dr. os » Surplus on Shipments column. 
Dr. » —Surpluses and Reclamations 
column. 
Cr. Export Advance Note and Account Sales account— 
Advance Note column. 
Cr. Export Advance Note and Account Sales account— 
Surpluses on Shipments column. 
Cr. Export Advance Note and Account Sales account— 
Surpluses and Reclamations column. 

These entries, also, will be made monthly, but will be compiled 
progressively as the particulars become available. The Debit “Net 
Proceeds” column and the Credit “Total” column are themselves 
debit and credit entries and balance together, and are used for the 
purposes of cross-balancing only. It will be found that the Sur- 
pluses on Shipments and the Surpluses and Reclamations entries 
on the Export Account cannot be finalised until the Account Sales 
for the respective shipments have been received—perhaps several 
months later—but this does not cause any variation in the method 
described. 

Export Butter in Transit 

The method of dealing with Export Butter which has not been 
finalised at the end of a financial period would seem to present 
some difficulty, but if this aspect is treated systematically, the diffi- 
culty will be found to be non-existent. 

It is usual at the end of a financial period to request from the 
Consignees a statement giving an estimated value of the butter in 
transit to overseas ports. This statement sets out the amount which 
has been advanced on Advance Notes as set out in the Export 
Advance Note and Account Sales account, and also the amount 
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which has been further advanced as Surpluses on Shipments in 
the same account. This estimation, if treated as an Account Sales, 
can be entered to the completion of those shipments which have 
not been finalised, and the totals posted to the respective accounts 
as demonstrated earlier. The final realisation will not agree with 
the estimation and to correctly ascertain the Surplus or the Recla- 
mation which the total of the outstanding shipments realise, the 
estimated value is “brought down” below the last month’s entries 
in the Export Advance Note and Account Sales account. As each 
shipment is finalised, the entries are completed in the usual manner 
and the net gain or loss is ascertained and debited or credited to 
Consignees’ Surplus and Reclamation column in their account. 
A reference to an example may enlarge on this aspect: 


Reconciliation of Consignees’ Statements 
Each month, as the consignees’ statement is received, it is quite 
an easy matter to reconcile it back to the account in our books— 
making any entries for items which have not been recorded in our 
books, e.g. : 


1. Further charges incurred in having the butter made ready 
for sale or for export. 

2. Advances or reclamations on butter which is held in cold 
storage or which is withheld on account of export restric- 
tions, 

and other sundry matters which arise. 


General 


It has been estimated that the keeping of these records prac- 
tically does not entail more than one day per month for a factory 
with an annual production of one thousand tons of butter. A 
distinct advantage of this suggested method is the facility and 
distinctness with which each transaction is recorded as against an 
out-of-date method, which makes entries in the consignees’ account 
once per year, or once in any financial period. The method sug- 
gested sets out in more detail the transactions with consignees, 
whereas the older method necessitated reference to the year’s stat- 
ments from the consignees for any query. 

It is fully acknowledged that all consignees may not present 
their Advance Notes or Account Sales in the same manner as 
each other—-perhaps when we have a Standards Board amongst 
accountants and auditors, such will be issued on a standard form, 
but until that time it is essential for accountants to adapt them- 
selves to the existing circumstances. The form and detail of these 
statements do not vary so much in general that the variation will 
make a vast difference in the records suggested here in particular. 
The present-day accountant has to become adapted to the circum- 
stances of his records and then to improve those records to be of 
more material service to the management or the Board of Directors. 
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Auditing 
By Joun M. QUAIN, A.F.LA., A.LLS. 


(A lecture delivered before the Commonwealth Accountants’ 
Students’ Society, N.S.W. Division) 





In speaking to you to-night I am going to discuss the subject of 
Auditing, not so much from the point of view of auditing know- 
ledge and procedure but rather from the viewpoint of examinations. 
It has been my experience that many students develop a fear 
complex in regard to this subject and yet, if attacked in the correct 
way, auditing should present no particular difficulty to the average 
student. 

Now the secret of auditing success lies in the possession of three 
particular qualifications : 


(1) Common sense. 
(2) Imagination. 
(3) A good knowledge of bookkeeping. 

The principles of auditing are fixed and definite. If you know 
these principles and have the imagination and common sense to 
conjure up in your mind the peculiarities of the bookkeeping 
system applicable to the type of business confronting you, then it 
is not difficult to outline an effective system of audit. 

I think that you will agree that it is expected of the candidate 
that he have a knowledge of : 


(a) the correct procedure in audits; 

(b) the correct forms of reports; 

(c) deeds and documents ; 

(d) what to examine in an audit, particularly securities ; 

(e) a reasonable number of cases affecting auditors and 
their responsibilities ; 

(f{) depreciation. 

These matters, in short, relate to the more general principles of 
auditing and are learned from text-books and study courses. As 
examination candidates you would do well to check yourself against 
these points and see just whether your knowledge relating to each 
is all that it should be. So much then for what you are expected 
to know. 

Let us now consider the matter of answering questions. 

The first step is to ask yourself “Exactly what is required?” 
My own experience in checking test papers on auditing, has proved 
to me that many candidates do not attempt to find out exactly what 
is required before they commence to write their answer. The 
result is that they omit certain essential points and dilate on 
matters outside the actual requirements of the examiner. In other 
words, they frequently miss the point of the question, and amidst 
a mass of detail the examiner finds only partly treated, the matter 
concerning which he actually required an answer. 
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Now this has a serious effect upon the number of marks allotted 
to the candidate for his answer. ‘The examiner sets out to test 
the candidate’s knowledge on a particular point. Hence, he can 
only give marks for so much of the answer as deals strictly with the 
question asked. Be careful then always to ask yourself “Exactly 
what is required ?” before you even attempt to formulate an answer. 

Next I would advise you to avoid general statements. Take, 
for instance, the following: “Warehouses do not have amy cash 
sales.” I have seen such and similar statements on many occasions, 
and, of course, they are quite wrong. It may be that warehouses 
do not have many cash sales, but to make a general statement that 
they do not have any cash sales is entirely wrong. 

Now, where you are required to give a plan or system of audit 
for a particular type of business, set up a rough sketch of the 
system of bookkeeping involved before proceeding to write out 
your detailed answer. This will ensure that you pay sufficient 
attention to the more important phases of the audit. Note out the 
main points which require attention, and then build up on this 
skeleton. Thus, you may be asked to describe an audit programme 
for a retail store. Obviously, a great deal of attention must be 
paid to cash sales and stock movements. In drawing up a skeleton 
plan of the audit system for such a business then, note that the 
audit of cash sales and of goods received must be given particular 
attention. Similarly, when auditing a manufacturing concern, 
considerable attention would have to be given to the audit of wages 
paid and materials purchased and issued. I can assure you that 
because they do not adopt this method of setting up a rough scheme 
of the system of audit required before attempting to answer a 
question, many candidates describe a general system of audit and 
omit to give sufficient attention to these points. The point I am 
making then is to form some idea of the system required and the 
points to which most attention must be given before finalising the 
details of your answer. 

Next, I would say to you to be careful to give your answers in 
a coherent form of English. Remember that you must not only 
have the information in your mind, but you must set it down in 
such a form on paper that the examiner can clearly see the extent 
of your knowledge. One sometimes sees such statements as the 
following : “A statement of receipts and payments is an income and 
expenditure account.” Whilst this sounds ridiculous, it actually 
has been submitted as an examination answer and, of course, the 
candidate not only lost marks for his lack of knowledge, but also 
because of the fact that he made a statement which does not really 
make sense. The examiner expects a clear, concise and accurate 
statement of facts, and if you wish to pass, you had best give him 
such a statement. 

Be careful always to avoid “padding.” It is sometimes thought 
by candidates that one can convince the examiner by writing many 
pages on each question. This is erroneous; it is not quantity but 
quality that counts. Pages of matter beside the point do not help 
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your answer, and I advise you to keep in mind the fact that you 
cannot “bluff” the examiner. 

Perhaps the best means of avoiding “padding” and of ensuring 
that your answer is clearly stated, is to break up your answer into 
sections and set it out in tabular form. I think most of you know 
what is meant by “tabulation,” but in any case, I will give you a 
brief example to be sure that you understand my meaning. 

Suppose a question asked “What are the three methods of 
valuing stock on hand?” Your answer would be as follows: 

1. Cost price: The cost price of stock means the purchase 
invoice price plus duty and expenses of laying down goods 
in the warehouse or, in the case of manufactured goods, 
the total cost of production. 

2. Cost of Replacement: Means the market purchase price 
of similar goods from the source of supply. 

3. Market Value: This refers to the value at which goods 
may be sold in the market and is practically equivalent to 
market selling price. 

You can see from this example that by tabulating an answer 
you are less likely to omit points, your expression is clear and exact 
and no doubt is left as to just what you mean. I am sure that 
I need say no more on this point because no doubt you all realise 
the importance of tabulating answers. 

In many cases the examiner asks you to illustrate your answer 
with an example. Where this is so, always make certain that your 
illustrations are in harmony with your explanations or definitions. 
Thus you may be asked the question “What is a voucher? Illustrate 
four different types of vouchers.” Now it would be entirely wrong 
to quote as your illustration a receipt from: 

(a) A creditor. 

(b) The landlord. 

(c) The Electricity Department. 

(d) The Taxation Department. 

The reason is that these are not different types of vouchers, Rather 
are they similar vouchers. 

Four entirely different types of vouchers would be: 

(a) Receipts. 

(b) Invoices. 

(c) Cancelled bills payable. 

(d) Contracts for purchase of assets. 

I repeat then, see that your illustrations agree exactly with your 
explanations or definitions. 

The next point I would bring before you is the necessity to 
avoid “Yes” and “No” answers, even when correct. It is not 
sufficient to say “Yes” or “No” to a question. You must supple- 
ment your agreement or disagreement by explaining the principles 
at issue and setting out the reasons for arriving at your decision. 
Also it is advisable, if possible, to quote a case supporting your 
contention. 

Likewise, make each answer self-contained. Do not refer the 
examiner to another question for further information because he 
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will not make the necessary reference but will mark you down for 
having omitted to complete your question. Thus you may be 
asked in, say, Question 2 on a paper, to give an audit programme 
for a retail store. Then in Question 5 you may be asked for a 
detailed audit programme for cash sales in (a) a warehouse; (b) a 
retail establishment. It would not be sufficient in answering Part 
(b) of Question 5, simply to say “This matter is dealt with in 
Question 2” or “Refer to Question 2 for this answer.” The result 
in this case would be a complete loss of marks because, in effect, 
you have not answered the question. Therefore, be sure that each 
answer is self-contained. 

You may be asked to discuss a question. If so, set up the 
arguments for and against it and state all that you know for both 
sides of the question. To “discuss briefly,” you should not make 
out long argument but should briefly give all the main points, 
remembering that it is better to give too many rather than too few. 

Now, I feel that it would be of advantage at this stage to peruse 
the examiner’s report of the intermediate auditing papers set at the 
last examination held in April of this year. This report is very 
enlightening in many directions and I have marked some of the 
high-lights which I will bring before you. 

The examiner points out inter alia that many students find it 
difficult to apply their text book knowledge of the records used in a 
wholesale warehouse, and he points out that in the first question, 
the recording and treatment of an order on its receipt at the ware- 
house was entirely overlooked by many candidates. He also states 
that some students assumed that wholesale warehouses do not 
transact cash sales. 

Now this indicates a very severe weakness on the part of candi- 
dates and shows that for the most part candidates have an insuf- 
ficient knowledge of the method of auditing the books of a ware- 
house. This is a point to keep well in mind when preparing for 
your examination to be held next month. 

Another point in the report is that many students had the 
impression that a voucher is associated only with cash payment 
transactions. The examiner states that neglect to apply the term 
to supporting documents or evidence generally, lost many marks 
to candidates. The question called for a definition of a voucher. 

Further on in the report, the examiner complains of the tendency 
of candidates to wander into channels not asked for. He refers to 
a question where details of the operation of a private ledger were 
required and while many candidates dealt at length with debtors’ 
ledgers and creditors’ ledgers, they entirely omitted the question of 
the private ledger. This stresses what I pointed out to you at 
the beginning of my lecture, that before you attempt to answer a 
question you must find out exactly what the question calls for. 

Later the report states that in Question 8 a number of candidates 
omitted to mention the verification of the arithmetical accuracy of 
the cash book. It is important to remember that the books must 
be arithmetically correct as well as being correct in other ways. 
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Finally, the report states, in what is really a drastic comment, 
that “the legibility of the writing is a matter requiring serious 
attention and much time of the examiner is wasted in deciphering 
badly written words in order to avoid a misconstruction of the 
candidate’s meaning. As there was practically no evidence of the 
paper fully absorbing the allotted time, there was no excuse for 
some of the slovenly work presented for the examiner’s perusal. 
The tendency to enter into a long controversy outside the scope of 
the question is still much in evidence and candidates have yet to 
learn that these extraneous writings do not gather marks. Spelling 
and punctuation are also matters demanding improvement, 

Now there is a wealth of advice in these words and unfortunately 
they are true. Legibility of handwriting and general neatness are 
most important factors in practical work and consequently are 
taken account of in examinations. Frequently, the difference 
between a pass and a failure can be avoided by a more neat presenta- 
tion of one’s answers. The final remarks of the examiner confirm 
exactly what I told you earlier concerning “padding” and the 
lengthening of answers by adding matter away from the actual 
point in question. You will do well to take careful heed of the 
examiner’s remarks and to be sure that you will not fall into these 
errors when you sit. 

Following on those general remarks, I would like to devote the 
next twenty minutes or so to dealing with a standard audit pro- 
gramme. I believe that it is very necessary for every exaraination 
candidate to be acquainted with the details of a complete standard 
audit programme because such a programme can always be adapted 
or modified to meet any particular requirements. A student who 
is acquainted with such a programme need have little fear of any 
questions that may be set because he can build on or modify this 
programme to meet any set of circumstances that are put before 
him in a question. I feel that the matter is of such importance 
that I have prepared such a programme and I am going to read 
it to you now. The programme is as follows: 


Cash Book: 

The cash audit should be done first and should be completed at 
one visit if practicable. One of the auditor’s first acts on com- 
mencing the audit should be to count cash on hand. 

Assuming that the daily banking system is in operation, i.e., cash 
receipts are banked daily without deduction and all payments are 
made by cheque, the procedure would be as follows: 

(1) Obtain certificate of balance from the bank. 

(2) Check deposits shown in the cash book with the pass 
book, noting dates. 

(3) Check payments in cash book with pass book. 

(4) Check pass book balance to the reconciliation statement. 

(5) Check details of reconciliation statement. 

(6) Check entries originating in pass book, e.g., dishonoured 
cheques, bills collected by bank, bills payable paid by 
bank, bank charges, interest. 
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Receipts: 
(7) Check counterfoil receipts into cash book, paying atten- 


(8) 
(10) 
(11) 


(12) 


(13) 


tion to all necessary details, but in particular to date, 
name, and amount. 

Vouch all receipts of an unusual nature, e.g., income tax 
refunds, proceeds of sale of fixed assets. Collateral 
evidence can usually be found to establish the genuineness 
of these transactions. 

See that discounts allowed are not excessive. 

Compile list of irregular receipts. 

Check the consecutive numbers of the receipts and see 
that none has been omitted from the cash book. 

Check deposits. In other words, compare date of receipt 
and date of lodgment, and check composition of deposit, 
noting that cheques are regularly deposited and that no 
cash has been substituted for cheques. The latter can 
be ascertained by comparing the names and amounts of 
the receipts with the drawers and amounts of the cheques 
as shown on the back of the deposit slip. This is a very 
simple test but a most important one, as it should dis- 
close any “splitting” of cheques for fraudulent purposes. 
If a rough cash book is used to record the receipt of 
postal remittances it should be seen that receipts have 
been issued without delay. 

When salesmen are permitted to issue interim receipts 
it should be seen that official receipts follow very shortly 
after. 


The auditor should satisfy himself that an effective system of 
control of receipt books is in operation and, in particular, he should: 
Check printers’ invoices to receipt book register. Note number 
of books received and consecutive numbers in books purchased 
since last audit; 

Check stock of receipt books on hand as per register and verify by 
physical stock-taking. 


Payments: 


(1) 


(2) 
(3) 





Check vouchers with payments side of cash book again, 
noting all relevant particulars and especially date, name 
and amount. 

Compile list of missing vouchers and see that these are 
produced before the audit is completed. 

Check the cheque butts with the cash book. This is a 
simple check but an important one. It should be remem- 
bered that when a cheque is drawn the cheque itself goes 
out of the firm’s possession and the butt alone remains. 
Those responsible for the signing of cheques should have 
impressed upon them the necessity of comparing the 
details of the cheque with those contained on the butt 
and of initialing the latter. 
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General Considerations: 


(1) Check the opening balance brought forward from the 
previous period. 

(2) Check additions and cross additions. 

(3) Check dissection of columns. 

(4) See that totals carried forward from folio to folio are 
entered in the correct columns. 

(5) Check balance carried forward to next period. 


Petty Cash Book: 


As a rule petty cash will be kept on the imprest system and if 
this is not the case the auditor should strongly recommend its 
adoption. Payments should be authenticated by vouchers and the 
petty cash records should be under the supervision of a responsible 
officer. 

The additions should be checked by comptometer wherever 
possible. 

The auditor should count the balance of petty cash on hand, but 
provided a satisfactory system is in operation a detailed check is 
unnecessary. 


Wages and Salaries Records: 
Usually wages and salaries are recorded in a Wages and Salaries 


Clearance Book. 


As a rule salaries can be readily checked because the number of 
employees and the rates of remuneration do not vary greatly from 
month to month. 

In vouching payments of wages the following points should be 
watched : 


(1) First of all additions of wages sheets should be checked. 

(2) If wages are signed for, verify the signatures if possible, 
or at least, see that all pays are signed for by a person of 
the same name. 

(3) When the employees sign dockets or vouchers for wages, 
check these with the wages or salaries book. 

(4) Check total paid to cash book. 

(5) If wages are overdrawn in any case see that the excess 
has been correctly rebanked. 

(6) See that some responsible person certifies that the details 
of wages paid are in order. 

(7) Note carefully any abnormal increase or decrease in total 
wages paid at any time and inquire into the cause. Ina 
manufacturing concern during rush or quiet periods a 
corresponding increase or decrease in production should 
be discernible. 

(8) Test the bundy or time clock cards into the wages book. 
When payment is made on piece work, test the basis of 
computation. 
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(9) Where taxes are deducted at the source—wages tax for 
example is deducted by the employer—see that the total 
amount has been paid over to the authorities and check 

the receipts or stamps as the case may be. 

Employees are inclined to take these deductions for granted 
without inquiry and employers are not given to investigating details 
if the tax book is in order. The auditor, therefore, should make 
sure that the difference between the wage rate and actual wage 
payment is properly applied. 

(10) Wherever possible the auditor should arrange personally 
to be present and to pay wages at irregular intervals. 

(11) When an efficient costing system is in operation it is 
often possible to prove wages payable against output and 
advantage should be taken of this check wherever possible. 


Bills Receivable Book: 

(1) Check additions. 

(2) Check details of bills met as shown in the bank pass book 
—in other words, see that the correct bill has been 
marked off as paid in the bills receivable book. 

(3) Compile list of outstanding bills and see that none is 
overdue. 

This of course gives the auditor a check on bills receivable as 
stated in the balance sheet. 

(4) Verify with bank certificate showing details of bills on 
hand for collection. 

(5) Vouch bills on hand by personal inspection. 

(6) Reconcile total outstanding bills with bills receivable 
account in the general ledger. 

(7) At balance date see that reasonable provision has been 
made for doubtful bills. 

(8) Vouch dishonoured bills by actual inspection. See that 
the appropriate reversing entries have been put through 
and ascertain what steps have been taken to ensure pay- 
ment of the debt. 


Bills Payable Book: 

(1) Check additions. 

(2) Inspect cancelled bills as vouchers for payments. It 
should be seen that these have been correctly endorsed 
and paid to the correct payees. 

(3) Compile a list of outstanding bills and reconcile it with 
the bills payable account in the general ledger. 


Stock Transactions. 


Purchase Journal: 
(1) Check creditors’ invoices with each individual entry and 
note: 
(a) Name of creditor. 


Amount. 
Addressee. 
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(b) Authorisation. 
(c) That goods have been received. The delivery ticket 
should be attached. 

(2) Check dissections of invoices, particularly between capital 
and revenue and the analysis in the purchase journal. 

(3) Check additions and cross-additions. 

(4) At balance date compare goods inwards book (if one is 
used) with the purchase journal to ascertain that no 
goods have been received and taken into stock but not 
credited to a creditor. 

(5) Compile list of missing invoices. 

(6) Pay close attention to foreign invoices. These should be 
stamped by the customs authorities. Where they are 
expressed in foreign currency, they must be converted 
to Australian money at the rate ruling either on date of 
payment or date of sale, according to the conditions of 
purchase. If possible, insist that customs and shipping 
vouchers and foreign invoices be attached to one another, 
as the auditor then has a double check on the payment of 
duty, on the validity of the invoice and on the correctness 
of wharfage charges, etc. 


Returns Outwards Book: 


(1) Check individual entries with creditors’ credit notes, 
which must be certified correct by some responsible 
person. 

(2) Compile list of missing credit notes. 

(3) Check additions. 


Sales Book: 


Several methods of recording sales. 

Assuming that an ordinary sales book or sales journal is in use: 

(1) If practicable, check individual entries with sales debit 
notes. If the transactions are too numerous, it is sufficient 
to test the entries thoroughly. 

(2) If dissections are made between departments, check these 
dissections with the sales debit notes. 

(3) Check additions and cross-additions. 

(4) Check numerical sequence of debit notes to ascertain that 
no sale has been concealed. 

(5) Report on any missing invoices. 

(6) See that no sales of capital or fixed assets are included 
with ordinary trading sales. 

(7) Inquire into the conditions of sales. Goods sold on 
approval, etc., should be treated as distinct from ordinary 
sales. 


Returns Inwards Book: 

(1) Check individual entries with duplicate of credit notes 
issued to debtors. 

(2) See that all credits have been properly authorised. 
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(3) Check additions. 

(4) Where credits are issued for goods returned, compare 
the returns inwards book kept by the gatekeeper with the 
duplicate credit notes to see that the goods have actually 
come back into stock. This is a very valuable check. 

Stock Book: The auditor is not bound to check stock records but 
it is not a wise policy to ignore the record. As far as possible, 
verify quantities and values and observe the following procedure : 

(1) Check goods inwards with purchase invoices. 

(2) Check returns outwards with credit notes. 

(3) Check sales with sales invoices or sales book. 

(4) Check returns inwards with credit notes. 

(5) Check additions. 

(6) Check balances. 

(7) Reconcile quantities on hand with stock sheets. 

This procedure is particularly adaptable to a business 
handling only one class of goods. It can operate as a 
check on purchases, sales returns and stock. 


Stock Sheets: 


While it is no part of the auditor’s duties to take stock, the 
following procedure is suggested : 
(1) Check additions. 
(2) Check extensions. 
(3) Scrutinise basis of valuation—cost, market or replace- 
ment. 
(4) Test prices of various items of stock with purchase 
invoices. 
(5) Secure a certificate showing total value, basis of valuation, 
etc. 
(6) Apply gross profit test. 
Work in progress should be valued at prime cost plus proportion 
of factory oncost; raw materials at landed cost; goods on sale or 
return at cost or less ; consignment stocks at cost plus charges. 


General Journal: 


In dealing with this book the auditor should vouch all entries, 
seeing that each has been made on proper authority; additions 
should be checked and postings followed through to the ledger 
accounts. Watch for transfers from a personal to an impersonal 
account. 


Now we come to the ledgers. 
Sales Ledger: In a detailed audit: 
(1) Check postings from: 

Sales Book. 
Returns inwards book. 
Cash book. 
Bills receivable book. 
General journal. 
Any other book of prime entry. 
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(2) Check additions. 
(3) Check balances to schedule of balances. 
(4) Reconcile schedule of balances with control account in 
the private ledger. 
(5) Post statements to debtors with audit memorandum 
attached, returnable direct to auditor if unclaimed. 
(6) Verify bad debts. 
(7) Note composition of outstanding balances and inquire 
into any items long outstanding. 
Purchases Ledger: In a detailed audit: 
(1) Check postings for: 
Purchase book. 
Returns outwards book. 
Cash book. 
Bills payable book. 
General journal. 
Any other book of prime entry. 
(2) Check additions. 
(3) Check balances with creditors’ statements. 
(4) Reconcile balances with creditors’ statements. 
(5) Compile a list of missing statements and see that they 
are obtained. 
(6) Reconcile schedule of balances with control account in 
general ledger. 


Private or General Ledger: 
(1) Check postings from: 

Cash book. 
Sales book. 
Returns inwards book. 
Purchases book. 
Returns outwards book. 
Bills receivable book. 
Bills payable book. 
Journal. 
Any other book of prime entry. 

That concludes the audit programme and you can see that it 
is very complete. No doubt, most of you have at some time or 
other studied a somewhat similar programme and I advise you to 
learn it off thoroughly. 

Finally, I would like to offer you some suggestions on what 
might be termed “Examination Room Technique.” First of all, 
I advise you not to study late the night before the test but give 
your mind a chance to be fresh. It is essential that you go to the 
examination with a “fresh” brain. Avoid having to rush to get 
to the examination room in time. Most employers will allow you 
half an hour or an hour off on the day of the examination so that 
the student will be able to proceed leisurely to the place where 
the examination is being held. 

Next, when you are in the examination room, be sure first of 
all to read the paper through very carefully and decide upon the 
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order in which you are going to work the questions. It is always 
advisable to answer the easier questions first because if you then 
find yourself in trouble with a more difficult question, you at least 
have some work done and a chance of securing a pass. 

Be sure, too, that you comply strictly with the regulations set 
at the head of the examination paper. For example, omitting to 
put your number at the top of the sheet of your answers may lead 
to failure because that sheet may be separated from the rest and 
thus be unidentifiable. 

Note carefully the directions relating to alternate questions, if 
there are any. To do questions unnecessarily impresses the 
examiner with the candidate’s dullness and also wastes much 
valuable time. Remember that marks are awarded for one 
question only and generally the one least correctly answered. 
Once you have decided the order in which you will answer the 
questions, calculate the period of time, according to the nature of 
the questions, which you will be able to devote to each one. Many 
candidates have trouble in finishing examination papers because 
they do one or both of the following things: 

(1) They spend a long time in answering the first two or 
three questions, especially when they do not attempt the 
easier questions first. 

(2) They spend too much time on a question which is known 
very well and consequently they have an unreasonably 
short time left to answer the remaining questions. 

The trouble actually arises from a lack of planning. If you 
follow out the suggestions I have made, however, you will not be 
faced with this difficulty. Always try to answer all questions, 
even if you are not able to complete them all. It is easier to get 
60% of the whole paper of ten questions by securing six marks out 
of ten for each question than by attempting only six questions to 
secure ten marks for each. The last few marks are always the 
hardest to obtain because your answer must be almost perfect to 
obtain them. Be careful that you leave no compulsory question 
unattempted even though you do not feel you can do full justice 
to it. 

In presenting your answers, be sure that you start each question 
on a new sheet and leave the wide margin clear. Also, write as 
neatly as you can and on one side of the paper only. Your 
grammar and spelling, of course, must be correct and I advise you 
to use short sentences so as to avoid rambling and loose state- 
ments. Make your answers concise but informative enough to 
show the examiner you are well acquainted with the subject matter. 

Again, I would impress on you the advisability of tabulating 
your answers. You are thus forced to avoid “padding” and to 
give information in crisp, clear statements. This saves your own 
time and also impresses the examiner with your ability. Finally, 
check your answers after you have completed them. By doing 
this you can be sure that nothing asked for by the examiner has 
been missed. 
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